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Abbreviations and symbols
M1 Money supply = Notes and coins held by the public + sight deposits.
M2 M1 + savings deposits.
M3 M2 + time deposits.
ALP Liquid assets = M3 + other liquid assets.
ALP2 ALP + Commercial paper held by the public.




p After a month [January (p)], this means that all the related figures are provisional; after a figure, only
said figure is provisional.
˘ Annual (˘ 1970) or quarterly data with this symbol are averages of the monthly data of the year or
quarter; series of monthly, ten-day or weekly data are averages of the daily data for such periods.
... Not available.
— Nil, non-existence of the event considered or insignificance of changes when expressed as rates of
growth.
» Less than half the final digit shown in the series.
* Series of seasonally adjusted data.
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Mr Chairman, ladies and gentlemen:
I appear once more before this Economic,
Trade and Finance Affairs Committee observing
the four-monthly term established by you to
monitor the monetary policy implemented by
the Banco de España in accordance with the
responsibilities and powers attributed to it under
the 1994 Law on Autonomy. Under these ar-
rangements, the first two appearances of the
year analysed the degree of compliance, in the
specific circumstances then prevailing, with the
statutory mandate of pursuing price stability, for
which the Banco de España had devised a di-
rect inflation targeting strategy. These first two
appearances were structured around the half-
yearly inflation report that the Banco de España
was obliged to publish to make the measures
taken in relation to the ends pursued compre-
hensible and transparent. The last appearance
at the end of the year was to take stock of mon-
etary policy conduct and to announce the infla-
tion targets proposed by the Bank for the new
year from a medium-term perspective.
On this occasion, the start of Monetary
Union in a little over two weeks substantially
changes the nature of my appearance. January
1st will see the entry into force of the recently
approved reform of the Banco de España Law
on Autonomy, which adapts its legislative and
statutory framework to the requirements arising
from Spanish EMU membership and from the
incorporation of the Banco de España into the
European System of Central Banks (ESCB). It
will then be for this system, steered by the Gov-
erning Council of the European Central Bank
(ECB), to define the monetary policy strategy
and objectives for the euro area as a whole.
Further to this significant change, the Banco de
España shall cease to announce monetary tar-
gets and, consequently, to publish its inflation
reports which, as you know, were designed as
an instrument to monitor such targets. The last
such report was published in September.
Nonetheless, the Banco de España will contin-
ue to participate actively in the performance of
the functions of the ESCB, contributing to
shape the opinion of its governing bodies and to
decision-making, which shall perforce be cen-
tralised. Our central bank will be entrusted with
implementing such decisions in national mar-
kets, in keeping with the strongly decentralised
operational framework that has been adopted.
Under these terms, the Banco de España
will be responsible for monitoring the Spanish
economy within the framework of the single
monetary policy set by the ECB and for its im-
plementation in our money and financial mar-
kets. In this regard, the Banco de España will
continue to publish, inter alia, the quarterly
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short-term reports and the monthly notes on the
Spanish economic and monetary situation. In
my appearances before this Committee, I shall
continue to monitor the Spanish economy and
our financial system within Monetary Union in
the manner and as regularly as you should re-
quire. I shall be pleased to attend to your re-
quirements, logically observing the confidentiali-
ty to which I am bound as a member of the gov-
erning council of the ECB. In this way, and with-
in the specific characteristics of the new frame-
work, we may continue with a tradition which
has proven most fruitful as regards understand-
ing and effectiveness of the ends of monetary
policy in Spain.
With this in mind, I shall focus today on
Spanish monetary policy in 1998. The close of
this year marks the discontinuation of a direct
inflation targeting strategy and the end of a
stage in which the convergence of interest rates
with the level to prevail at the start of Monetary
Union has been achieved. I shall also tackle
certain matters relating to the monetary policy
strategy defined by the ECB, the implementa-
tion framework that is to be followed and the
preparations needed for the organisation of
markets and payment systems.
* * *
A year ago, I appeared before you to pre-
sent the monetary policy objectives for 1998.
These specifically involved maintaining the 12-
month growth rate of prices, measured by the
consumer price index, at close to 2 % over the
year. Since then, inflation has declined by over
half a point in relation to the level of 2 % as of
December 1997, and the inflation targets set for
the present year have been comfortably met.
Indeed, last spring already we had met the re-
quirements set in this connection for entry into
Monetary Union, and our current inflation rate is
in step with that of the euro-area members.
The recently released November figure has
placed the 12-month growth rate of the CPI at
1.4 %, and the year-end figure may well be the
same. Energy prices, which have fallen by
close to 6 %, have contributed decisively to this
favourable result. And food and non-energy in-
dustrial goods have also increased moderately,
by around 0.5 % and 1.5 %, respectively. It is
thus in services where the greatest price pres-
sures are concentrated, as reflected by the fact
that the latest-month rate of 3.6 % is well
above the values prevailing in most euro-area
countries. These levels testify to the lack of
competition still characterising many branches
in the services sector.
The sound overall performance of prices
during the present year has been enhanced by
the conditions prevailing abroad and at home.
Abroad, the marked fall in commodity and oil
prices and the absence of inflationary pressures
in the main economies (particularly in Europe)
have, against a background of dimmer
prospects due to the disturbances and uncer-
tainty caused by the Asian and Russian crises
and their influence in other areas of the world,
made import prices dip.
On the domestic front, a sustained pattern of
balanced growth in 1998 has allowed a notable
expansion in economic activity (GDP increased
by around 3.8 % on average during the year) to
co-exist with very low inflation rates. As the
Spanish economy reached a more advanced
position in the cycle, domestic demand pro-
gressively replaced the external sector as the
driving force, with net external demand con-
tributing slightly negatively to GDP growth.
Thus, while the strength of domestic demand
has been mainly driven by the momentum of in-
vestment and by the pick-up in private con-
sumption, the external sector has flagged in-
creasingly, owing both to the slower pace of ex-
ports, against the background of a deceleration
in world demand, and to the greater impetus of
imports, associated with the strength of national
demand. Confidence indicators have confirmed
favourable consumer expectations about the
economy and only business confidence sur-
veys show any uncertainty over the influence of
the international crisis and its impact on foreign
m a r k e t s .
Attaining sound growth without inflationary
pressures has proven possible thanks to sus-
taining an economic policy firmly geared to-
wards stability and wage moderation. In this
respect, progress in correcting budgetary im-
balances has been noteworthy. The budget
deficit has been lowered from 2.6 % of GDP at
end-1997 to a forecast level of 1.9 % at end-
1998, a substantial improvement on the initial
t a r g e t .
Given the favourable climate prevailing for
price developments and inflation prospects
throughout 1998, the Banco de España has
continued progressively to lower its intervention
rate, in line with the inflation target set. It has
also sought to draw Spanish monetary condi-
tions closer to those that might prevail at the
onset of the euro.
In 1998, the Banco de España cut its inter-
vention rate on five occasions. The last of
these, at the start of December, was in concert
with the other central banks of the countries
that will initially make up the European mone-
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tary area. Hence the intervention rate of the
Banco de España and that of the rest of these
central banks, with the temporary exception of
the Bank of Italy, stands at 3 %. In our case,
that amounts to a fall of 1.75 percentage points
since the beginning of the year.
With this decision, the opening interest rate
for Monetary Union that the ECB intends to
maintain in the foreseeable future has, de facto,
been set. Any continuing uncertainty over this
process has thus been dispelled, smoothing the
complex transition in store in the opening days
of 1999.
Setting the euro-area interest-rate at 3 % re-
sponds, logically, to considerations relating to
the new monetary area as a whole. In particu-
lar, it counters concerns that the climate of
moderate recovery might be adversely affected
by the factors of uncertainty prevailing in the in-
ternational environment. Admittedly, such fac-
tors appear to have abated in recent weeks. But
they continue to entail a risk that growth will
weaken, given the slowdown in world growth,
the persistence of serious economic problems
in Russia and Japan and significant doubts con-
cerning developments in most emerging
economies and those in transition. Fortunately,
the present situation across the euro area (price
growth is running slightly below 1 %) and the
favourable monetary and price outlook in the fu-
ture Monetary Union meant that a preventive in-
terest rate cut could be made, so clearing the
horizon and alleviating the potential risks de-
tected.
During the present year, expectations about
interest-rate convergence have progressively
limited the Banco de España’s scope to influ-
ence the yield curve in financial markets in its
shortest-dated segments.
In the prevailing climate of nominal stability
and convergence, the easing of monetary con-
ditions in 1998 has passed through, with more
or less intensity, to the term structure of rates
on different financial markets, placing such
rates at historically low nominal and real levels.
In turn, these financial conditions have helped
improve both the general government and pri-
vate-sector balance-sheet and financial posi-
tions, with the subsequent beneficial effects for
public finances, economic activity and employ-
ment.
The reductions in interest rates on all mar-
kets and at all terms have drawn rates closer to
those in other countries in the area and, in cer-
tain cases, this has meant lower interest rates
for Spanish borrowers than for those in other
European countries. The 10-year government
bond spread over Germany is currently very
narrow and the convergence of interest rates
has been accompanied by the high stability of
the peseta in the ERM, where it has constantly
raded very close to its central parity.
Turning to the monetary aggregates, ALP
(liquid assets held by the public) has slowed
during 1998, and currently stands at a growth
rate of close to zero. This deceleration cannot
be accounted for by the overall performance of
nominal expenditure and of interest rates, since
it is closely related to the ongoing shifts in the
public’s holdings towards shares in mutual
funds. Hence, on considering the overall course
of liquidity, bearing in mind the increase in
shares in mutual funds, its year-on-year growth
is higher (specifically, ALPF is growing at 6 %)
and, consequently, more consistent with the
trend of the basic determinants of the demand
for liquidity. In contrast to ALP, the narrow mon-
etary aggregates – such as M1, which only in-
cludes cash and sight deposits, and M2, which
further includes savings deposits – have been
on a more expansionary course (of around
10 %), which is logical given the intense growth
of economic activity. The growth rate of credit
extended to households and firms has acceler-
ated in 1998 in step with the economy’s expan-
sion and the decline in the cost of financing. In
October, it reached a year-on year rate of al-
most 15 %, in contrast to the moderate growth
of general government net borrowing, which
was influenced by the headway made in fiscal
consolidation.
The Spanish economy is moving into the
euro area with the appropriate levels of stability
and the prospect of maintaining high output and
employment growth rates. That said, such rates
may be tempered as the effects of the interna-
tional crisis on the euro area and on economic
agents’ confidence become more tangible. Low
interest rates and the rapid growth of lending to
the private sector point to certain risks of lax ini-
tial monetary conditions. That obliges me to
stress what I said on previous appearances
about the role in these new circumstances of
the economic policy components that remain
under national sovereignty.
The loss of autonomy in the management of
interest and exchange rates arising from Span-
ish membership of the euro area means non-
monetary policies must be pursued more strin-
gently than in the past so as to ensure the com-
patibility of Spanish macroeconomic conditions
with the rest of the area and with the single
monetary policy. It is thus vital that budgetary
policy should continue on the path set under the
1999 Budget. Hence, the shortfall in public fi-
nances should be reduced, first, via measures
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that contain and cut expenditure on those items
which least contribute to the economy’s produc-
tive potential or to social well-being; and further,
via improving the tax system’s efficiency and
revenue-raising capacity. Of no less importance
is the deepening and widening of the structural
reforms undertaken in recent years. These
should aim at improving the working of those
goods and services markets which have so far
been sheltered from competition, and at adding
greater efficiency and flexibility to the labour
market.
* * *
As I mentioned at the beginning of my ad-
dress, it is for the ESCB and, in particular, the
ECB to formulate the monetary objectives for
the euro area as a whole. And these must be
fully assumed by the Banco de España as a
member of the system. Let me now move on to
discuss the elements or basic pillars underpin-
ning the framework which will govern monetary
policy decisions in the euro area.
As decided by the governing council of the
ECB, the basic elements of the single monetary
policy framework are as follows.
First, price stability, which will be pursued
over a medium-term horizon, has been quanti-
fied as «a year-on-year increase in the Har-
monised Index of Consumer Prices (HICP) for
the euro area of below 2 %». In this respect, the
current course of inflation in the area may be
considered to be in line with this definition.
Second, a notable role is assigned to the
money supply in monetary policy decision-mak-
ing, establishing a reference value for the
growth of the relevant monetary aggregate.
This ensures that there will be a degree of con-
tinuity with the practices successfully pursued
by some of the central banks shortly to make up
Monetary Union. Nonetheless, so as to avoid a
mechanistic reaction to short-term deviations
from the reference value, price developments
and the associated outlook in the euro area will
be assessed on the basis of the information
provided by a broad set of economic and finan-
cial indicators. Accordingly, single monetary
policy decisions will not be tied more or less au-
tomatically to how a particular monetary vari-
able fares, but will reside on an overall analysis
of the economic situation and the inflation out-
look in the euro area as a whole. Under these
co-ordinates, the Governing Council of the ECB
agreed to establish an initial annual growth ref-
erence of 4.5 % for the monetary aggregate M3,
leaving itself the possibility of revising this value
in December 1999. M3 is defined as the sum of
euro-area residents’ holdings of cash, deposits
and other bank liabilities maturing at less than
two years, and money-market fund shares. The
reference value, for its part, has been derived in
keeping with the definition of price stability and
its medium-term horizon, bearing in mind the
trend of GDP and the velocity of circulation of
money in the euro area as a whole.
* * *
Allow me now to refer to certain matters
linked to the implementation of the single mone-
tary policy and the introduction of the euro as
from January 1st next year. Here, the most im-
portant decision adopted has probably been to
establish a minimum reserve system with which
credit institutions in the euro area must comply.
These institutions will, moreover, act as coun-
terparties to the ESCB in its monetary policy
operations, and the fact that the reserve assets
required are to be remunerated at market inter-
est rates will mean that the cost arising for them
from compliance with this requirement will be
very small and, for Spanish banks, considerably
less than at present. Recently, the ESCB has
also made public the list of financial and mone-
tary institutions which make up the money-cre-
ating sector in the euro area, and the statistical
information that these institutions must supply
to the central banks of their respective countries
has been specified.
Also, during the second half of the year, the
central banks of the participating countries have
undertaken a series of trials to test the working
procedures for the decentralised implementa-
tion of the single monetary policy. The results
have demonstrated the suitability of these pro-
cedures for effective monetary policy conduct.
The Banco de España, too, has continued the
ongoing adaptation of its monetary policy instru-
ments and procedures so as to approximate
them progressively to those that will be in place
as from January 1999. The transition towards a
real-time gross settlement payment system, the
extension of the assets that will be accepted as
collateral for monetary policy loans and the in-
troduction of new liquidity-regulating instru-
ments are some of the changes which were al-
ready begun in 1997. During 1998, this process
has been drawing to its culmination. Risk con-
trol measures in the taking of guarantees have
been harmonised; a deposit facility similar to
that which will be in force in 1999 has been in-
troduced; and the frequency with which regular
liquidity-injection tenders will be held has been
altered from a thrice-monthly to a weekly basis.
Furthermore, arrangements for compliance with
the minimum reserve requirement were modi-
fi d in November and December, on the basis
of a new harmonised accounting reporting
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framework, and its maintenance period has
been extended to one month.
The introduction of the euro will require a
major effort by financial-market agents in
terms of learning and adaptation. The first
business day of 1999 will see a mass conver-
sion into euros affecting the listing and whole-
sale trading of securities and the clearing and
settlement thereof. Consequently, given that
euro notes and coins will not be in circulation
until January 2002, the effects of this mass
conversion will, first and foremost, fall on fi-
nancial intermediaries.
I would not wish to conclude here without
pointing out that the adaptation of Spanish fi-
nancial markets to the requirements of the sin-
gle currency will be smoothed by the entry into
force of the legislation covering the introduction
of the euro, also known as the «umbrella law»,
recently approved by this Parliament. This leg-
islation, which provides the legal framework in
which the transition shall unfold, establishes a
series of clear, accurate operational procedures
for conversion to the new currency, along with
simple, orderly methods for the redenomination
of accounts and securities into euros. These
methods and procedures have been designed
to prevent the conversion into euros hindering
the sound workings of markets, to minimise the
costs associated with the process and, ultimate-
ly, to secure its rapid acceptance by Spanish
society. The Banco de España will ensure that
the supply of new euro-denominated financial
products and services by credit institutions is
conducted with due transparency, avoiding any
confusion that might erode the public’s confi-
ence in the new currency.
* * *
To conclude I should like to stress, as I have
on previous occasions, that, more than an end
in itself, Spanish membership of Monetary
Union involves new opportunities to improve
standards of living and well-being in Spanish
society as a whole. However, full benefit may
only be had from these opportunities if the fiscal
consolidation drive adheres to the balanced-
budget rules established in the Stability and
Growth Pact; if the markets for goods and ser-
vices and for labour operate more flexibly and
efficiently; and if economic and social agents
adopt behaviour in keeping with the Spanish
economy’s participation in the common area of
monetary stability.
17.12.1998.
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As a result of the start of Economic and
Monetary Union (EMU) on January 1st, the
Banco de España is revising its publications to
adapt them to the setting of a single currency
and a common monetary policy. However, both
this Bulletin and the forthcoming January «Sta-
tistical Bulletin» are still in the transition stage;
although the new analytical and conceptual
frameworks are well defined, the time scope of
these publications continues to refer essentially
to the stage prior to the start of EMU (data to
December 1998). The January editions of the
two bulletins have various new features (for ex-
ample, the generalised dissemination of infor-
mation expressed in euros); but the changes
needed for full adaptation to the new situation
will be progressively incorporated over the com-
ing months.
Against an uncertain international backdrop,
owing to the persistence of destabilising factors
in certain financial markets, the Spanish econo-
my has concluded 1998 and moved into the
Third Stage of Economic and Monetary Union
(EMU) under favourable conditions. Real
growth is running at a high rate and the mild de-
celeration seen in the second half of the year is
due to the decline in exports, as a result of the
lesser buoyancy of certain industrial countries
(see Table 1 and Chart 1). In the fourth quarter,
the pace of national demand sustained a high
rate and employment growth was notable. Con-
sumer confidence levels remained firm, as in
the other EMU countries (see Chart 2). Only in-
dustrial activity has shown signs of weakness,
and business confidence surveys have reflect-
ed this. As a result, the growth of capital invest-
ment has slackened. However, the strength of
fixed-capital investment has remained consider-
able, with the construction sector contributing
decisively. The continuity of the upswing, the
fall in interest rates and the perseverance of the
check on spending means that the Spanish
economy has reduced its public finances deficit
to a greater extent than foreseen. Moreover, the
12-month growth rate of consumer prices at the
end of the year was at an all-time low; in terms
of the harmonised indices (see Chart 3), the
gap with the euro-area countries stands at half
a percentage point. The Spanish economy pro-
gressively adapted its monetary conditions dur-
ing the fourth quarter of 1998 to those which
would prevail at the outset of EMU. The Banco
de España cut its intervention rate by 1.25 per-
centage points during this period, placing it, in
co-ordination with the other central banks of the
euro area, at 3%. This is the rate the European
Central Bank (ECB) has adopted at the start of
EMU. The monetary policy decisions of the
ECB will be aimed at preserving the stability
levels achieved, bearing in mind the general
macroeconomic context. Against this new back-
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ground, the stance of other Spanish national
economic policies should be kept tight, so as to
improve competitiveness, reduce the price-
growth differentials in certain sectors and sus-
tain employment growth.
The instability of the international economic
situation appeared to have subsided in the clos-
ing months of 1998 as a result, essentially, of
the reduced turbulence on international finan-
cial markets and signs of recovery in the
emerging Asian economies. However, the situa-
tion has once more been affected by the fresh
crisis in Brazil and unchanged unfavourable
prospects in the Latin-American economies
and, above all, in Japan, where recession and
the fragility of the financial system remain
prevalent. In parallel, activity in the developed
Western economies appears to be moving into
a slowdown which, in principle, will be moderate
and, on current forecasts, continue throughout
1999. The determinants of this deceleration
were, in general, the sluggishness of merchan-
dise exports (seen in previous quarters), the
signs of a loss of momentum of certain domes-
tic demand components and the deterioration of
business confidence indicators. In any event,
the scale of this deceleration will basically de-
pend on developments in the international fi-
nancial situation, where factors of risk persist,
especially following the recent foreign exchange
crisis in Brazil.
In the euro area, economic growth in the
third quarter of 1998 (2.4 % in year-on-year
terms) stood at appreciably lower rates than in
the first two quarters. Further contributing to the
slowdown, which was, as stated, largely due to
the sluggishness of the foreign sector, was the
behaviour of stockbuilding. The related indica-
tors attest to the deterioration in business confi-
dence, although consumer confidence remains
at very high levels, whereby the continuing
strength of private consumption may, for the
moment, be anticipated. Inflation across the
euro area, measured by the Harmonised Index
of Consumer Prices, has continued over recent
months at very low levels (around 1 %) that are
consistent with the standard of price stability
adopted by the ECB. In addition to other do-
mestic factors, the fall in commodity prices (es-
sentially energy prices) has contributed to this
highly favourable performance. Nonetheless,
services prices are showing downward sticki-
ess, their related 12-month growth rate stand-
ing at over 2 % at the end of 1998. With regard
to fiscal policies in the area, although the overall
general government deficit has fallen slightly,
this appears basically to be due to the decline in
the interest burden. Accordingly, the fiscal drive
by national authorities, measured by the primary
balance, would appear to have weakened in
1998. Against this backdrop of stability and
moderate growth, the ECB decided in early De-
cember that the interest rate to prevail at the
start of EMU should be 3 %. With this it was
sought to counter the potential contractionary ef-
fects that might arise from the uncertain interna-
tional situation without jeopardising the degree
of stability prevailing.
The Spanish economy ended 1998 with a
growth rate clearly higher than that recorded on
average in EMU (see Chart 1). The negative
contribution of real net external demand to GDP
growth increased, as exports are being affected
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TABLE 1
Gross domestic product (a)
Private consumption 3.1 2.5 2.9 3.4 3.7 3.8 3.7 3.5
Government consumption 1.4 0.3 1.3 2.0 1.9 1.3 0.8 0.3
Gross fixed capital formation 5.1 3.1 4.0 5.8 7.3 8.4 8.4 8.4
Construction 1.3 –1.1 0.4 2.6 3.5 4.9 5.7 6.1
Capital goods 11.0 10.2 9.7 10.7 13.1 13.7 12.5 11.8
National demand 2.9 2.0 2.5 3.3 4.0 4.5 4.5 4.3
Exports of goods
and services 14.8 14.9 15.2 15.0 13.8 11.3 9.3 8.6
Imports of goods
and services 12.2 10.1 11.5 13.3 13.8 12.6 10.9 9.9
GDP at market prices 3.5 3.2 3.4 3.7 3.8 3.9 3.9 3.8
Source: Instituto Nacional de Estadística.
(a) Year-on-year trend rates of change. 1986 constant pesetas. Provisional figures.
Q III
1 9 9 81 9 9 7
Q IIQ IQ IVQ IIIQ IIQ I
1 9 9 7
by the slowdown on international markets inside
and outside the euro area. The growth rate of
national demand stabilised, however, after a
slight fall the previous quarter. With the data
available to date, real GDP is estimated to have
increased by around 3.7 %, and national de-
mand by very close to 4.5 %, with the external
balance subtracting about eight-tenths of a per-
centage point. Notable among the main compo-
nents was the strength of private consumption.
Its real year-on-year growth rate is expected to
be similar, at least, to that of the preceding peri-
od. The behaviour of the two major aggregates
of gross fixed capital formation continued to dif-
fer. While capital investment slowed moderate-
ly, investment in construction continued to rise.
There are no relevant changes in stockbuilding
or in government consumption, although the
rate of increase of the latter variable might have
climbed slightly. If these data are confirmed,
real GDP growth in 1998 as a whole may have
been 3.8 %, national demand 4.4 % and the
contribution of net external demand negative by
the order of seven-tenths of a percentage point.
The strength of private consumption in 1998
is essentially due to the increase in real house-
hold disposable income (of around 3.5 %). This
is far higher than in 1997 owing to the lesser
growth of consumer prices, as the increase in
nominal disposable income was similar in both
years. The fluctuations in household wealth, the
result of the crisis on financial markets, did not
affect consumer confidence. Consumer expec-
tations about economic developments and their
spending levels to the end of the year remain
highly favourable, in a context of notable em-
ployment growth. The tendency of confidence
indicators to stabilise seen in the central
months of the year appears to be behind, and in
the fourth quarter substantial improvements
have been recorded, similar to those in the oth-
er EMU countries (see Chart 2). The growth of
consumption was particularly marked in the
non-food component and, hereunder, in con-
sumer durables purchases. The household sav-
ing ratio stabilised at a similar level to that of
the preceding two years, but the considerable
increase in investment in housing has meant a
slight cut in households’ financing capacity.
The climate of uncertainty and the slowdown
in international activity has passed through to
exports, affecting industrial firms’ expectations
and investment decisions. Although the effect
on the Spanish economy as of end-1998 has
been limited, the loss of momentum in mer-
chandise exports is proving notable. The excel-
lent results in the tourism sector and the perfor-
mance of sales in European markets contribut-
ed to mitigate the heavy declines in other mar-
kets. Yet the latest data show that the slowing
trend of export is spreading to the EU area. On
the information available, in which high errati-
cism is evident, it is estimated that total exports
of goods and services in 1998 are running at a
real growth rate of around 7 %, over six per-
centage points below the related rate a year
earlier. As to capital investment, its deceleration
has been much more limited (less than three
percentage points during the year), since the
strength of domestic demand and excellent cor-
porate results contributed to offset the effects of
the reduction seen in foreign orders.
As earlier stated, the slowdown in capital in-
vestment ran parallel to the growing buoyancy
of investment in construction, in both its private
and public-works components. For the last
quarter of the year, a real year-on-year growth
rate three percentage points higher than that
recorded at the end of 1997 has been estimat-
ed. Notable under the remaining demand com-
ponents is the positive contribution of stock-
building throughout the year, after the adjust-
ment the previous year, and the moderation in
the growth of government consumption, the real
growth rate of which may be less than 1 % for
the year as a whole.
Although the growth rate of national demand
held stable during 1998, that of final demand
slowed slightly. In these circumstances and giv-
en the continuing fall in their prices, the slow-
down in imports of goods and services totalled
only four percentage points, approximately, ap-
preciably lower than that in exports. Consequent-
ly, the trade deficit has widened notably in the
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GRÁFICO 1
GDP
Sources: EUROSTAT, ECB, Instituto Nacional de Estadísti-
ca and Banco de España.
( a ) Non-centred annual rates of change calculated on the
trend.
( b ) Non-centred annual rates of change calculated on the
seasonally adjusted series.






















first ten months of the year, and is expected to
exceed 4 % of nominal GDP for the year as a
whole. Nonetheless, the overall current and capi-
tal account balance will continued to run a com-
fortable surplus, given the favourable behaviour
of almost all its remaining components.
From the standpoint of the various produc-
tive branches, the key recent economic devel-
opment has undoubtedly been the marked loss
of momentum in industrial activity. Meanwhile,
construction has become more buoyant and
market services have held on a more stable ex-
panding course. The same pattern is likewise
visible in the latest data on employment, the
growth rate of which appears to have stabilised
at around 3.5 % in the closing months of the
year according to the information provided by
the Labour Force Survey (EPA). It is among de-
pendent employees and, within this category,
temporary employees, where the rate of in-
crease has most slackened.
Turning to wages, most of the available indi-
cators show a gradual slowdown in their rate of
increase during 1998, tending to stabilise at
around 2.5 %, approximately one percentage
point above the increase in the CPI in Decem-
ber. This relative containment of labour costs
has not fed through in fall to unit labour costs
(ULCs) since the strength of job creation in the
Spanish economy has meant a reduction in ap-
parent labour productivity. For this reason, the
differential between the increase in Spanish
ULCs and the euro area as a whole held stable
at about one percentage point during 1998.
The 12-month growth rate of the consumer
price index (CPI) at the end of 1998(1.4 %) was
comfortably below the target formulated the
previous year. This was basically due to the be-
haviour of food and energy prices. The increase
in the component that excludes energy and
fresh food (IPSEBENE) was 2.2 %. Its main ag-
gregates, non-energy industrial goods and ser-
vices, were very stable and closed the year with
growth rates of 1.6 % and 3.7 %, respectively,
not far off the end-1997 levels.
In December, the increase in the Har-
monised Index of Consumer Prices (HICP) was
1.4 %, half a percentage point up on prices
across EMU. Analysis of the main components
with data to November shows that, although
growth rates are identical in the goods aggre-
gate (0.3 %, somewhat higher than that of in-
dustrial goods in Spain, which is offset by a low-
er increase in food prices), under services there
is a differential of 1.5 percentage points. This
gap has held, with slight fluctuations, through-
out the year.
16 BANCO DE ESPAÑA / ECONOMIC BULLETIN / JANUARY 1999
QUARTERLY REPORT ON THE SPANISH ECONOMY
CHART 3
Harmonised indices of consumer prices
12-month percentage change


























































The persistence of relatively high growth rates
in services prices is matched in turn by a notable
moderation of production cost rises. Accordingly,
unit margins are widening substantially, unlike in
the industrial sectors. It should be borne in mind
that in many services branches there has, in ad-
dition to the favourable performance of intermedi-
ate costs (of domestic and external origin), been
a greater moderation in wage costs, as a result of
the use of those forms of contract that have most
curbed wage increases.
On the data recently released by the Gov-
ernment, the correction in the State cash-basis
deficit has substantially exceeded the target
forecast, with a reduction in 1998 of 45.6% .
The information available for the closing
months of the year shows a sustained growth
rate in revenue, while strict control over spend-
ing has been maintained. Once the figures for
the rest of the general government sector are
known, the reduction in the related deficit in
National Accounts terms could be greater than
f o r e c a s t .
As mentioned, the ECB set its first main rate
for monetary policy operations at 3 %. This de-
cision had been brought forward to the begin-
ning of December, when the central banks that
were going to adopt the euro as a single curren-
cy lowered their basic interest rates to this level
in a co-ordinated move. To some extent, the ini-
tial level of interest rates in the Eurosystem was
less than the market had discounted; accord-
ingly, there were downward movements in the
interbank market yield curve in December. Ad-
mittedly, an interest-rate level of 3 % is a histor-
ically low one in most European countries. But it
is fully compatible with the ECB’s goal of main-
taining price stability and with the absence of
clear inflationary risks in the current economic
outlook. In setting this rate, the ECB weighed
up the potential recessionary effects that the
economic crisis and financial turbulence in oth-
er regions could have on the euro area. The
markets have reacted to the first decisions of
the ECB by maintaining the downward path of
long-term interest rates. This could be interpret-
ed as an acknowledgement that these deci-
sions are fully compatible with maintaining price
stability and that the framework of macroeco-
nomic stability that the ECB intends to ensure
will prove durable.
The ongoing convergence of interest rates
has seen the Banco de España cut 1.25 points
off its intervention rate in the final quarter of
1998. The effects of this on money and finan-
cial markets are equivalent to those recorded
in other euro-area countries (see Chart 4). Re-
garding monetary and credit developments,
the pattern in the Spanish economy was also
similar to that seen for the euro area as a
whole. The broad monetary aggregates ended
the year with moderate annual growth rates
(6.5 % for ALPF and 1 % for ALP). The narrow
aggregates, such as M1 and M2, showed
more intense growth rates (around 14-15 %).
Financing to households and firms increased
at a rate of higher than 16 per cent in 1998,
driven by the ongoing process of interest rate
cuts, the improved economic outlook and,
specifically, favourable employment develop-
m e n t s .
Data for November 1998 on the latest mone-
tary and financial developments in the euro
area showed that the M3 monetary aggregate,
which is the main reference for the ECB, was
growing at a 12-month rate of 4.5 %, in step
with the quantitative reference set by the ECB
for monitoring this aggregate. Meantime, the
narrow aggregate M1 posted a growth rate of
over 9 % in November. Credit to the private
sector also showed a 12-month growth rate of
more than 9 % in November.
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CHART 4
Interest rates (a)
Source: Banco de España.
(a) Monthly averages.
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2. The external environment
of the euro area
During the fourth quarter of 1998 the exter-
nal environment of the euro area was greatly af-
fected by the instability on international financial
markets and by the repercussions on global ac-
tivity of both the crisis in emerging economies
and the recession in Japan. As the quarter un-
folded, the reduction in interest rates in most in-
dustrialised countries and the macroeconomic
consolidation plans announced by the authori-
ties of the developing countries most affected
by the crisis contributed, along with IMF aid, to
a progressive easing of international financial
turbulence. Thus, the main global equity mar-
kets virtually resumed their pre-August level
and there was a certain relaxation of financial
conditions in the emerging economies.
Nonetheless, in early January, the risk of Brazil
not meeting the fiscal adjustment terms re-
quired by the IMF to qualify for financial aid
coupled with the turbulence of the Brazilian cur-
rency on the foreign exchange markets gave
rise to a fresh bout of instability on international
markets (see Box 1).
Against this background, the behaviour of
the real sectors of the main non-euro-area
countries varied. Given the generalised reduc-
tion in external demand, the Anglo-Saxon
economies – the furthest ahead in the cycle –
saw their growth rate slow, relatively more
markedly so in the United Kingdom than in the
United States. Japan remains beleaguered by a
strong recession, and it is still not clear when it
will resume positive growth rates. In the main
south-east Asian economies affected by the cri-
sis some positive signs are beginning to
emerge. Should these materialise, they would
be auguring a pick-up in productive activity.
This does not seem to be the case with the
Latin-American economies. There, the persis-
tence of basic imbalances in the large
economies (essentially Brazil), along with the
tightening of financial conditions brought on by
the climate of instability, have prompted a no-
table reduction in the area’s economic growth
rate since the second half of 1998.
Turning to prices, the keynote remains the
generalised absence of inflationary pressures.
Commodity prices on international markets have
remained at low levels or have continued falling.
Specifically, the oil price was once again at a
historical low in December. That said, in the
opening weeks of 1999 the oil price has picked
up slightly. But there are no signs that, in the
short run, commodity prices will rise significantly
in such a way as to jeopardise the low inflation
rates in the main industrialised countries.
Regarding developments in the US economy
in the fourth quarter, the available indicators
show very diverse behaviour. Private consump-
Y
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tion and investment have continued growing at
sustained rates, while industrial production and
other supply-side indicators have shown a slow-
down in productive activity, in response to the
contraction in external demand. On provisional
figures, US GDP in the fourth quarter may have
grown at a year-on-year rate of 4 %. That would
place growth for the year as a whole at 3.9 %
(see Chart 5). This result is essentially due to
the firmness of private-sector spending, which
continues to be underpinned by rises in real dis-
posable income (the result of the increase in
employment and in wages) and by the wealth
effect generated by the cumulative appreciation
of financial assets. Notably, in recent months
the US private savings ratio has turned nega-
tive. Elsewhere, the reduction in exports has
heavily impaired the external balances, where-
by both the trade and current-account balances
are running growing deficits, which are notably
higher than 12 months ago.
In the labour market, net employment cre-
ation has placed the unemployment rate at
4.3% of the labour force in December (4.7 % in
December 1997). A further, accompanying de-
velopment in the same month has been a slight
wage slowdown. Consumer prices have contin-
ued running at very moderate rates (average
year-on-year growth of 1.5 % in the fourth quar-
ter). Despite the depreciation in the dollar since
August, import prices have continued to run at
negative growth rates.
In Japan, despite the expansionary fiscal
and monetary measures and the official plan to
shore up the banking system, unequivocal
signs of the end of the recession have not been
seen. Following the strong contraction in GDP
in the third quarter (–3.5 % in year-on-year
terms), there would not seem to have been any
improvement in the economic situation in the
fourth quarter. The recessionary climate and
pessimistic expectations are continuing to
prompt a strong contraction in private-sector
spending. Confidence indicators are thus still
portraying a highly unfavourable picture. Indus-
trial production has fallen further and the unem-
ployment rate increased in November to 4.4 %
of the labour force. Moreover, the external sec-
tor is not contributing to galvanising productive
activity in the economy. In recent months, the
appreciation of the yen has compounded the
slackness of the demand for exports (despite
the growth of the US trade deficit), whereby the
improvement perceptible in the trade balance is
essentially the result of the decline in imports.
Consumer prices have, in recent months, once
more begun to post positive year-on-year
growth rates; however, if fresh food is excluded
from the general index, this rate is negative.
CHART 5
Main macroeconomic indicators
Percentage change on previous year
S o u r c e s :Banco de España, national statistics and EURO-
STAT.
(a) The figure for the last quarter is a forecast.






















































































With regard to the European Union countries
not belonging to the euro area, there has been a
notable slowdown in activity in the United King-
dom. As 1998 advanced, the sluggishness of do-
mestic demand and, in particular, of private in-
vestment added to the scant buoyancy of ex-
ports, although consumption has been more sus-
tained. Despite the lower growth rates of output,
the unemployment rate has held stable at 4.6 %
of the labour force since mid-1998. Wage growth
has tended to moderate following the heavy in-
creases in the first half of the year. Combined
with lower demand pressures, this has provided
for a reduction in inflation: consumer prices (ex-
cluding mortgage interest payments) grew at a
12-month rate of 2.5 % in the fourth quarter com-
pared with 3 % in the second quarter.
Turning to the economic policies pursued by
the main developed countries outside the euro
area, the essential change in relation to previous
months has been the more expansionary mone-
tary policy adopted in the face of the risk that the
recent financial instability might intensify the ex-
pected slowdown in output. And this against a
background marked by the virtually generalised
absence of inflationary pressures. Fiscal policy
conduct, for its part, has not varied, and forecasts
point to practically across-the-board compliance
with the fiscal targets envisaged in 1998 budgets. 
In the United States, the budgetary consoli-
dation drive and the favourable contribution of
this economy’s cyclical conditions mean that fis-
cal year 1998 has ended with a surplus of $70
billion, a result not achieved for 30 years. The
budget outturn has exceeded all forecasts
which, during the year, had been formulated in
this connection. As regards the outturn of the
current budget, the cumulative deficit in the first
two months of fiscal 1999 (which began in Oc-
tober) has risen to $49.6 billion, 6.9 % down on
the same period a year earlier. In the light of
these initial data, and given the favourable
course of the US economy, the administration
has raised its budget surplus forecast for 1999
from $54 billion to $76 billion.
In Japan, the government announced a new
package of fiscal kick-start measures in mid-
November. These mainly included tax cuts and
new spending on infrastructure for 1999. On the
latest forecasts, the budget deficit might exceed
6 % of GDP in 1998, with debt rising to close to
100 % of GDP.
Lastly, in the United Kingdom, it is highly
likely that the sound performance of tax rev-
enue, along with the tight control of public
spending, in line with the budget for the current
fiscal year, will result in the general government
balance in 1998 running a slight surplus (see
Chart 6).
With respect to monetary policies, the US
Federal Reserve has cut its federal funds rate
by 75 basis points since the end of September,
placing it at 4.75 % in mid-November. Some of
the main factors behind the reduction in US in-
terest rates were as follows: the foreseeable
economic slowdown; the absence of inflationary
pressures; the heavy financial turbulence in
early autumn; and the tightening of domestic fi-
nancial conditions. The Japanese central bank
has continued supplying liquidity at very low
prices, although to date there has been no per-
ceptible positive response in terms of bank
lending activity. Lastly, in the United Kingdom,
the Bank of England has cut its base rate by 1.5
percentage points between October and the
first half of January, placing it at 6 % as of 7th
January. The backdrop to this was the clear
slowdown in economic activity and a moderat-
ing inflation rate.
On the money markets, short-term interest
rates have continued on a downward course,
especially so in the United Kingdom (see
C h a r t7). Long-term rates on debt markets,
though also on a declining trend, have been
more volatile, particularly in the United States.
Japan is an exception in this respect; since
November its 10-year yields have increased.
The causes for this upward movement are still
uncertain, though the strong deterioration in
public finances, the announcement by the gov-
ernment of the extraordinary volume of debt is-
ues in 1999 and certain changes in debt mar-
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CHART 6
Public finances in the main economies(a)
Sources: IMF and European Commission.
(a) The 1998 figure is an estimate.
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BOX 1
The exchange rate crisis in Brazil
Since 1995, the Brazilian authorities have announced at
the beginning of each year the exchange rate policy they would
pursue. Its definition would involve setting a broad band fixing
the maximum fluctuation limits of the Brazilian real against the
dollar and which would seek to include the forecast deprecia-
tion over the course of the year. A narrow or mini-band would
then be set within this band and used as the shortest-dated ref-
erence, and this could be changed within the limits of the broad
band. In fact, in recent months this mini-band has been altered
on several occasions.
On 13th January this year, the Brazilian central bank an-
nounced a new band, with limits of 1.20 and 1.32 reales per
dollar, to replace that in force during 1998 (1.12-1.22). This
change meant an increase in the width of the band, from the
range of 8.9 % in force in 1998 to 10 % in 1999, and a devalu-
ation of the order of 8.3 %. Undoubtedly, however, the most im-
portant feature of the exchange rate policy plans for 1999 was
the elimination of the narrow band which, since last December,
had had a width of 3 %. The immediate consequence of the
easing of the exchange rate commitment was that the ex-
change rate of the real began to trade at levels very close to
the maximum limit permitted. That obliged the Brazilian authori-
ties to suspend the announced broad band as well. On Friday
15th January the Brazilian currency had depreciated by 17.4 %
in relation to the level prevailing prior to the announcement of
the suspension of the exchange rate policy pursued since
1995. Between 14th and 15th January, the loss of reserves
amounted to $2,114 billion. It was confirmed on Monday 18th
January that the real would continue to float against the dollar,
and that the Brazilian central bank would intervene only when
volatility was deemed excessive. Between the 12th and 21st
January, the cumulative depreciation of the real totalled 29 %
against the dollar and capital outflows continued.
During 1998 the Brazilian economy showed signs that the
adjustment plan applied since 1994 had run its course. For one
thing, this plan had permitted the drastic and rapid reduction of
the hyperinflation that had beset Brazil since the end of the
eighties. And, for another, it had won the confidence of interna-
tional investors to the point of making Brazil the biggest Latin-
American recipient of capital in recent years.
During the adjustment period, the budget deficit was low-
ered from 44 % of GDP in 1994 to 6.1 % of GDP in 1997. How-
ever, the stagnation of the process of structural reforms, the dif-
ficulties in furthering privatisation plans and budgetary con-
frontations between the central government and the federal
states all led to an increase in the budget deficit in 1998 to
around 7.5 % of GDP, shaping a bleak outlook for future years.
The annual depreciation by the real against the dollar in
nominal terms did not suffice to offset the unfavourable price
differential for Brazil prevailing in the period from 1994 to 1997,
despite the efforts made in this area. As a consequence, the in-
flation-adjusted exchange rate index of the Brazilian currency,
measured by consumer prices, appreciated by around 30 %
during this period. The external deficit rose from 0.1 % of GDP
in 1994 to 4.1 % of GDP in 1997. The gain in competitiveness
achieved in 1998, as a result of price moderation in Brazil and
the nominal depreciation, was insufficient to bring about a re-
duction in the external deficit, which rose to close to 4.2 % of
GDP in 1998.
Against this background, selling pressure on the real
heightened as from August 1998. These pressures obliged the
Brazilian authorities to intervene continuously and substantially
on the foreign exchange markets, depleting foreign reserves to
levels that scarcely covered one month’s imports and prompt-
ing a rise in short-term interest rates to 42 % in mid-November.
The economic weight of Brazil and confidence that its au-
thorities could pursue and reinforce the restructuring of the
economy led the International Monetary Fund to provide condi-
tional aid estimated at about $41 billion. This aid was condition-
al upon the reduction of the budget deficit, in which connection
a primary surplus target of 2.6 % of GDP was set.
However, as from the end of last year a series of develop-
ments ensued which undermined confidence in the agreed aid
plan being met and heightened selling pressure on the real.
Economic growth estimates for 1999 were thus pared back; ru-
mours emerged that the government wished to amend the
agreement with the IMF; and, above all, news was released of
the intention of the state of Minas Gerais, the richest in Brazil,
to set a moratorium on its debt with the central government.
Thereafter, the stock market fell across the board, there were
heavy capital outflows and, finally, the exchange rate policy
pursued since 1995 was discontinued.
Brazil: main financial indicators
Sources: JP Morgan, Reuters and in-house compilation
( a ) The real has been the Brazilian currency since July
1994. January 1999: estimated on the basis of the nominal de-
preciation of the real.
(b) Sao Paulo Stock Exchange index (BOVESPA).
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ket operational procedures are some of the rea-
sons offered by the markets to explain this rise.
The keynote on the foreign exchange mar-
kets in recent months has been the deprecia-
tion of the dollar and the appreciation of the yen
against the main currencies (see Chart 8). Be-
tween August and December, the dollar depre-
ciated almost 20 % against the yen, 7 %
against the D-Mark and 8 % against the basket
of developed countries. In the first half of Jan-
uary 1999, the dollar’s loss of value against the
yen and the euro has held unchanged. Howev-
er, in recent days the interventions by the Bank
of Japan to curtail the strength of its currency
and the foreign exchange turbulence stemming
from Brazil appear to have checked the fall of
the dollar somewhat. Likewise, the strength of
the yen has translated into a significant loss of
competitiveness: in nominal and real effective
terms, the Japanese currency has appreciated
by 20 % and 22 %, respectively, against the
basket of developed countries.
CHART 7
Interest rates
Source: Banco de España.
( a ) Three-month interbank market interest rates. January
1999: average data to the 15th.
(b) Ten-year government bond yields. January 1999: aver-
age data to the 15th.












































Sources: Banco de España, BIS and national statistics.
(a) A fall in the index denotes a depreciation of the curren-
cy against the dollar or the rest of the currencies making up the
grouping, and vice-versa.
( b ) The “EURO” line is the representation, to 1999, of an
approximate indicator devised by the BIS on the basis of the
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3. The euro area and the
monetary policy of the
European Central Bank
3.1. Economic conditions in the euro area
In the second half of 1998, and in particular
in the fourth quarter, there was something of a
slowdown in the rate of economic activity in the
euro area (see Chart 5). This was the result of
the lesser momentum of both the external sec-
tor and, to a lesser extent, of certain investment
components. Private consumption has contin-
ued to grow at a sustained rate. In any event,
growth in the area in 1998 as a whole is esti-
mated to have been higher than that of the sev-
en previous years.
On provisional EUROSTAT estimates, EMU
GDP would have grown by 2.7 % year-on-year
in the third quarter of 1998 (3.6 % in the first
quarter and 2.8 % in the second). These data
appear to point to a slowdown in activity as
from the second quarter. Nonetheless, if an ad-
justment were made for the calendar effect aris-
ing from the Easter holidays, the distribution of
GDP growth between the first two quarters of
the year would have been more similar. The
economic slowdown may thus be deduced to
have come about as from the third quarter.
In the first half of 1998, domestic demand
was unusually strong. Of particular note was
the buoyancy of investment, underpinned by
the area’s financial stability and low interest
rates (see Chart 7). From the third quarter, the
negative contribution of the external sector has
been accompanied by a reduction in investment
in stocks. The international financial crisis and
the prospect of a slowdown in the main devel-
oped economies may thus have begun to im-
pact economic activity within the euro area.
Nonetheless, some factors have helped
lessen the adverse effect of the international cri-
sis on the euro area. Thus, the substantial cor-
rection of the macroeconomic imbalances tradi-
tionally besetting several of the countries making
up the area (notably budget deficits and inflation)
and the consolidation of EMU-wide macroeco-
nomic stability have contributed favourably to ac-
tivity in the area (see Charts 5 and 6).
The latest output indicators and confidence
surveys corroborate the impressions arising
from analysis of the area’s macroeconomic
data. According to EUROSTAT, industrial pro-
duction, after growth of 6.3 % in year-on-year
terms in the first quarter, has progressively
slowed in the second and third quarters (4.4 %
and 4 % year-on-year, respectively). The busi-
ness confidence indicator, prepared as part of
the European Commission’s surveys, reflects a
gradual deterioration since the summer months.
As a result, it is very close to its average over
the last 10 years. By contrast, the consumer
INFORME TRIMESTRAL DE LA ECONOMÍA ESPAÑOLA
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confidence indicator has shown sustained im-
provements since mid-1996, and is close to its
peak levels over the last 14 years.
As regards the degree of cyclical synchrony
among the euro-area countries, it is expected
on the basis of OECD forecasts for 1998 that
EMU members (with the exception of Ireland)
will have grown at rates in a range from 1.5 %
to 5 % (see Chart 9). According to OECD out-
put gap(1) estimates for 1998 as a whole, most
countries in the area would have grown below
their potential GDP in 1998. Conversely, certain
countries (which have been growing above the
area average for several years) might have
reached a position in 1998 where actual output
was above potential.
With regard to the area’s competitiveness
vis-à-vis its main trading partners, the nominal
and real effective appreciation in 1998 of the
EMU members’ currencies has brought about a
partial correction of the depreciation against
sterling and the US dollar in 1997(see Chart 8).
The effective exchange rate of the euro is thus
trending at present towards the average of re-
cent years. According to foreign trade data, the
trade surplus declined in September 1998 by
e1,600 million (23 %) compared with the same
month a year earlier. In the third quarter, the
trade deficit fell by 4.6 % in year-on-year terms,
reflecting a modest increase in the value of ex-
ports (0.9 %) and somewhat higher growth in
imports (1.8 %). The cumulative trade surplus in
the first three quarters of 1998 was up 0.3 % on
the same period in 1997.
Average inflation in the euro area (measured
in terms of the Harmonised Index of Consumer
Prices [HICP]) remained relatively stable
throughout 1998. The temporary rise in the first
half of the year raised the inflation rate from
1 . 1% in January to 1.4 % in July. Thereafter, in-
flation fell to 0.9 % in November (see Chart 10).
The slowdown in inflation since the summer
has benefited from the favourable performance
of goods prices and, in particular, energy
prices. Services inflation, however, has shown
more downward stickiness. Indeed, goods infla-
tion, which reached 1.1 % in June, fell to 0.3 %
in November, while that of services remained
flat at around 2 % throughout the year (see
Chart 10). Producer prices have been slowing
over recent months; from a peak of 1.7 % year-
on-year in August 1997 they fell to –1.9 % in
October, the sixth consecutive month a nega-
tive rate was posted.
CHART 9
Output gaps and GDP in EMU
Source: OECD (December 1998)
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The favourable inflation performance has
also benefited from the moderation of unit
labour costs. Since the mid-nineties, the growth
rate of this variable in the euro area has been
falling year after year, from 1.8 % in 1996 to
–0.5 % in the second quarter of 1998. The less-
er pressure of labour costs on prices has come
about mainly from the containment of compen-
sation per employee, the growth of which has
moderated steadily from 3.5 % in 1995 to 1.2 %
in the second quarter of 1998. Apparent pro-
ductivity, though it has behaved somewhat
more erratically, has also contributed favourably
to the decline in unit labour costs, particularly in
the first quarter of 1998.
Wage restraint and the effects of the reforms
undertaken in national labour markets over re-
cent years have been conducive to net employ-
ment creation, though this has been but mod-
est. Despite the recent slowdown in activity,
employment has expanded at growing year-on-
year rates since the second quarter of 1997, ris-
ing to 1.4 % in the third quarter of 1998. The
unemployment rate, for its part, has been de-
clining very gradually. Having peaked in early
1997, it fell to 11.5 % in December that same
year and stood at 10.8 % in November 1998
(see Chart 5).
With regard to fiscal policy implementation,
and on the provisional information available, the
budgetary consolidation drive begun in 1994 in
the euro area appears to have flagged some-
what in 1998. Granted, the overall general gov-
ernment deficit for EMU as a whole declined
slightly in 1998 to 2.3 % of GDP (compared to
2.5 % in 1997). But the primary surplus wors-
ened for the first time since 1994, falling from
2 . 6% to 2.4 % of GDP (see Table 2). The debt-
to-GDP ratio declined slightly to around 74 %, es-
sentially as a result of the lesser interest burden.
Set against the targets formulated at the
time the budget was prepared, the results ob-
tained in terms of the actual total deficit have,
on available estimates, been more favourable in
virtually all EMU members. A contributing factor
here was the cyclical context, which was mod-
erately more favourable in most countries in the
area compared with the macroeconomic fore-
casts accompanying the presentation of their
respective budgets. Likewise, the declining
trend of interest rates (which has proven more
intense than initially envisaged in budgetary
plans) has been conducive to lowering the cost
of debt servicing and has therefore contributed
to reducing the deficits, particularly in the most
indebted countries (see Table 3).
However, the greater scope provided by the
trend of the business cycle and of interest rates
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was partly absorbed, in several cases, by an
easing of the fiscal policy stance. Thus, accord-
ing to European Commission estimates, the
cyclically adjusted deficit will have increased
slightly in 1998 and worsened in over half the
countries of the area.
This situation underscores the unavoidable
need for resolute progress in the consolidation
of public finances. Broadly, budgetary guide-
lines for 1999 and the stability programmes
drawn up by each country are consistent with
this objective. Nonetheless, the degree of ambi-
tion regarding attainment of this objective and
the margin for manoeuvre with which it is in-
tended to endow fiscal policy in the medium
term diverge from country to country. Moreover,
the improvement expected for 1999 will contin-
ue partly to draw on the favourable effects of
the low level of interest rates and the inertia of
the business cycle. Along with the improvement
in overall balances, budgetary plans in the short
and medium term are generally pursuing a re-
duction in the share of revenue and expenditure
in GDP and, in particular, the restructuring of
these two categories. A common feature on the
revenue side is the proposed tax reforms.
These are generally aimed at easing the direct
tax burden on companies and households (in
particular the lower-income brackets) in order to
enhance the efficiency of the labour market.
The resulting forgone revenue would be partly
offset, in some cases, by higher indirect taxes.
On the expenditure side, greater priority is to be
given to public investment and to active labour
market policies.
3.2. Monetary and financial conditions
in the euro area and the monetary
policy of the European Central Bank
The monetary and financial conditions pre-
vailing in the euro area at the beginning of 1999
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TABLE 2
Fiscal policy in the euro area
(as % of GDP)
Primary balance (b) 0.2 0.4 0.8 1.4 2.6 2.4
Total balance (b) –5.6 –5.1 –5.0 –4.2 –2.5 –2.3
Public debt 68.3 70.7 74.6 76.0 75.3 74.0
Sources: European Commission and ECB.
(a) Estimate.
(b) Deficit (–) / surplus (+).
1993 1994 1995 1996 1997 1998 (a)
TABLE 3
General government balance of the euro-area countries
(as % of GDP)
Belgium –7.1 –4.9 –3.9 –3.2 –2.0 –1.3
Germany –3.2 –2.4 –3.3 –3.4 –2.7 –2.6
Spain –7.0 –6.3 –7.3 –4.7 –2.6 –2.1
France –5.8 –5.8 –4.9 –4.1 –3.0 –2.9
Ireland –2.4 –1.7 –2.2 –0.4 0.9 2.1
Italy –9.5 –9.2 –7.7 –6.7 –2.7 –2.6
Luxembourg 1.7 2.8 1.9 2.9 3.0 2.2
Netherlands –3.2 –3.8 –4.0 –2.2 –0.9 –1.4
Austria –4.2 –5.0 –5.1 –3.7 –1.9 –2.2
Portugal –6.1 –6.0 –5.7 –3.3 –2.5 –2.3
Finland –8.0 –6.4 –4.7 –3.5 –1.1 0.7
Source: European Commission.
(a) Estimate.
1993 1994 1995 1996 1997 1998 (a)
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have been determined by the prior convergence
of numerous European countries’ interest rates
towards the levels of the core countries with
lower rates. At the end of 1998, the intervention
rates of the countries that were to initiate the
Third Stage of Economic and Monetary Union
(EMU) stood at 3 %, which is the level at which
the European Central Bank has begun to con-
duct its main refinancing operations. These
monetary conditions are consistent with the
favourable course at present of prices and with
the signals from a broad set of inflation leading
indicators, which exhibit no risks of inflationary
pressures.
Real interest rates in the euro area are, on
available estimates, at a historically low level of
around 2.5 %-3 %. The stability of nominal ex-
change rates and the closeness of national in-
flation rates mean that, as discussed in section
3.1 of this report, competitiveness has held at
the average levels prevailing in recent years.
The start of the Third Stage of EMU has not ap-
preciably changed this situation. Following ini-
tial fluctuations, the euro is holding relatively
stable against the dollar on international foreign
exchange markets.
The course of the monetary aggregates is
the main indicator that the ECB will analyse
when taking monetary policy decisions. It will,
however, analyse the information it derives from
these aggregates alongside a broad set of mon-
etary and financial indicators, with a view to as-
sessing the price outlook for the area as a
whole. The fundamental monetary aggregate
the ECB is to evaluate is M3. The ECB has set
a quantitative reference of 4.5 % for the annual
growth of this broad aggregate. It considers this
value compatible with the attainment of price
stability in the area as a whole and with its esti-
mates for the area’s potential GDP growth and
for the trend of the velocity of circulation of
money. To obtain a more stable signal of mone-
tary developments, it was established that the
growth rate to which most attention would be
given would be that of the three-month moving
average of the actual year-on-year growth
of M3.
On the information available, the recent
growth of M3 is compatible with the reference
value established. With data to November, the
centred three-month moving average of its
year-on-year growth stood at a rate of 4.6 % in
September and of 4.7 % in October. The growth
of the monetary aggregates in the euro area
has been essentially driven by the rate of eco-
nomic expansion and by the opportunity costs
of holding assets considered liquid as opposed
to other alternative assets. In the area as a
whole, the broad monetary aggregates ran, ac-
cording to the information available to Novem-
ber 1998, at a lower rate of expansion than the
narrow aggregates(2). As Chart 11 shows, the
year-on-you growth of M1, which includes only
cash and overnight deposits, held at levels
close to 9 %. M2, which further includes time
deposits up to two years and deposits re-
deemable at notice up to three months, trended
more modestly in a very similar fashion to M3.
The higher growth rate of the narrow aggre-
gates compared with the broader ones was due
to agents’ greater preference for more liquid as-
sets (essentially overnight deposits), since cash
held by the public is virtually flat. Such prefer-
ence is not attributable solely to the heavy re-
duction in the opportunity costs of holding liquid
assets (caused by the fall in interest rates that
has taken place at all maturities). It is also due
to the high volatility on financial markets as a
result of developments in recent months in
emerging economies. Since this latter factor
has caused portfolio shifts towards assets less
exposed to risk, the most liquid instruments
have temporarily been able to capture a portion
of these financial flows.
The remaining non-monetary liabilities of
monetary financial institutions (MFIs)(3), such
as deposits and securities at over two years
(2) For the definition of the monetary aggregates in the
euro area, see Box 2 in the ECB January 1999 Monthly Bul-
letin.
(3) This grouping, which essentially includes credit insti-
tutions and money market funds, is the issuing sector of in-
struments included in the euro-area monetary aggregates.
CHART 11
Monetary aggregates
in the euro area (a)
Source: ECB.
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and capital, expanded moderately with year-on-
year growth of 3 % in November 1998. These li-
abilities account for about 30 % of the total lia-
bilities of MFIs, as opposed to 41 % accounted
for by the liabilities included in the M3 aggre-
gate.
Turning to the counterparts, financing by
MFIs to the private sector has been accelerat-
ing during 1998, attaining year-on-year growth
of 9.2 % in November. The pace of this financ-
ing to households and non-financial firms is
partly due to the significant reduction in financ-
ing costs (see Chart 12). Furthermore, although
there are doubts about the strength of the
growth rate of economic activity, consumer con-
fidence is perceptibly high and the rate of job
creation has improved, which has also con-
tributed to boosting credit expansion. In any
event, credit growth above the increase in nom-
inal GDP is to some extent normal in economic
upswings.
The growth rate of the financing extended by
MFIs in the euro area to residents is in contrast
to the continuing slowdown in lending by these
institutions to general government. In Novem-
ber, loans to general government fell by 1.5 %
year-on-year and the outstanding balance of
debt issued by the sector and held by MFIs
grew by 3.8 %, in a setting of declining budget
deficits.
As a result of the forceful pace of financing
extended by MFIs in the euro area to the pri-
vate sector and of the moderate growth of mon-
etary and non-monetary liabilities, the net posi-
tion of these institutions vis-à-vis the external
sector became less of a creditor one in the clos-
ing months of 1998. Thus, the year-on-year
growth of the liabilities of these institutions vis-
à-vis the external sector was 14.9 % in Novem-
ber 1998 compared with growth of 4.6 % for the
related assets.
Interest rates on money and financial mar-
kets in the area have, as of end-1998 and in
1999 to date, continued on the downward trend
begun in 1995. At the time of this report going
to press, the average three-month interbank
rate in the euro area stood at 3.05 %, 68 basis
points below the average level recorded in
September 1998 across EMU. The interest rate
on 10-year bonds in the euro area, calculated
as a weighted average of each country’s data,
declined by 64 basis points in the same period
to 3.65 % (see Chart 12) according to the latest
information available. That entails a reduction of
27 basis points compared with the level as of
the end of December 1998. However, it should
be noted that these rates were subject to tem-
porary bouts of upward movements in January,
CHART 12
Interest rates in the euro area
Sources: Banco de España and ECB.
(a) Up to December 1998, average of the euro-area coun-
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associated with the greater volatility generated
by the recent turbulence on international finan-
cial markets. In any event, these movements
translated into downward shifts of the yield
curve in the euro area in January, highlighting
the credibility enjoyed by the initial monetary
policy measures implemented by the Eurosys-
tem (see Chart 13).
As regards foreign exchange developments,
the euro has begun operating on the currency
markets without following a clear trend against
the dollar. It has moved in different directions,
as Chart 14 shows. Up to the close of this Bul-
letin, the euro had depreciated by scarcely 1 %
against the dollar. Against the yen, much sharp-
er fluctuations have been seen in January, al-
though the latest available figure points to a
certain depreciation by the euro. To some ex-
tent, these foreign exchange movements may
have been due to changes in the euro area’s in-
terest rate spreads vis-à-vis the United States
and Japan, since in recent months short-term
interest rates in Europe have fallen more than
in these two countries.
Equity markets in the euro area have been
influenced by developments on other interna-
tional markets, although the start of Monetary
Union appears to have been favourably wel-
comed. At the end of December, the Dow
Jones Euro Stoxx index stood at about 11 %
below the peak reached on 20th July 1998, al-
though this was still 30 % higher than a year
earlier. In any event, price developments across
sectors differ greatly; those more closely con-
nected to domestic conditions in the euro-area
economies are performing much more satisfac-
torily than those related to foreign activity. To
date in January, the Dow Jones Euro Stoxx in-
dex has increased slightly.
Monetary and financial conditions at the start
of the Third Stage have been largely influenced
CHART 13
Euro-area yield curves
Sources: Banco de España and ECB.
(a) In December 1998, average of the euro-area countries’
interbank interest rates.
(b) Average of the month up to latest available information.
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CHART 14
Nominal exchange rate of the euro
against the dollar and the yen (a)
Source: Banco de España.
(a) National units per ECU (Dec 98) and EURO (Jan 99).
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by the decision adopted on 3rd December by
the National Central Banks (NCBs) of the euro
area to co-ordinate a reduction in their official
intervention rates to 3 %. This contributed to
dispelling uncertainty about the intervention rate
the ECB would set at the outset of Monetary
Union. Along with this decision, the interest
rates for the marginal credit and deposit stand-
ing facilities were set at 4.5 % and 2 %, respec-
tively, for the start of the Third Stage. That said,
given the complexity of the structural change in-
volved, the levels of these rates were temporar-
ily set at 3.25 % and 2.75 % during the transito-
ry period which concluded on 21st January,
1999. In addition, various operational decisions
have been adopted regarding the arrangements
for the initial main refinancing operations to be
executed through tenders. Specifically, it was
decided that the initial main refinancing opera-
tions (the rates on which are the most important
signal of the monetary policy stance) should be
executed via fixed-rate tenders. Finally, the Eu-
rosystem’s first longer-term refinancing opera-
tions were announced, to be conducted via vari-
able-rate tenders, although all bids accepted
would be allotted at the marginal rate. The Eu-
rosystem does not seek to emit any monetary
policy signal in these operations and acts as a
price-taker.
The first four tenders for the main refinanc-
ing operations were allotted on 7th, 13th, 20th
and 27th January. These tenders were execut-
ed at a fixed rate of 3 % and were settled with
high rationing levels (16 %, 8.5 %, 10 % and
10 %, respectively). Given that the type of ten-
der and adjudication procedure used (fixed-rate
and high rationing) involved a change from pre-
vious national practices for the credit institutions
of certain countries (Spain among them), there
was significant use of both the marginal credit
and deposit facilities. This situation has subse-
quently been corrected, and resort to the stand-
ing facilities is proving exceptional.
These liquidity injection operations, along
with certain frictions (now overcome) in the
workings of payment systems and the logical
learning process involved for banks in the new
euro money market, led to the emergence of
pressures on the shortest-dated interbank rates
in the opening days of January. As a result, the
vernight interbank rate (EONIA) stood, until
mid-January, at between 15 and 20 basis points
above the ECB intervention rate (see Chart 12).
Subsequently, the adaptation by financial insti-
tutions to the new setting and the injection of
liquidity further to the long-term refinancing op-
eration on January 14th(4) (resulting in interest
rates of around 3.1 %) eased pressure on the
shortest-dated interbank rates and resort to the
standing facilities tended to diminish. Thus, as
can be seen in Chart 13, the interbank rates at
the various maturities underwent significant re-
uctions and moved closer to the rate on the
main operations (3 %). In sum, the course of
euro-area money-market interest rates was
dominated in the opening days of 1999 by
movements relating essentially to technical as-
pects connected with monetary policy imple-
mentation and with banks’ learning process for
e new euro money market. Nonetheless, fi-
nancial conditions in this market have gradually
tended to normalise.
(4) This operation involved three simultaneous variable-
rate tenders with a Dutch auction-type allotment running un-
til February 25th, March 25th and April 29th. The respective
allotment rates were 3.13 %, 3.1 % and 3.08 %.
4. The Spanish economy 4.1. Demand
On provisional QNA figures, national de-
mand held at a high growth rate of 4.3 % during
the third quarter of 1998, although this was
slightly lower than in the first half of the year.
All the national demand components slowed
mildly, with the exception of construction spend-
ing, which remains on a path of firm recovery.
The contribution of external demand to GDP
growth was negative of the order of –0.6 per-
centage points, similar to the first half of year,
since the loss of momentum of exports was off-
set by the moderation of imports.
On the economic data available at present, it
is estimated that national demand resumed a
high real growth rate in the fourth quarter, high-
er indeed than that of the previous quarter, with
growth for the year on average standing at
4.4 %. This performance in the closing months
of 1998 is a result of a strengthening of private
consumption, which ceased to decelerate as it
had to the previous quarter, and of a fresh in-
tensification of construction spending. In paral-
lel, capital investment continued to slow, though
maintaining high growth rates. The contrac-
tionary nature of the contribution of external de-
mand tended to heighten as a result of the
slowdown in exports, which have been marked
by the deterioration in the international environ-
ment.
Private consumption slowed marginally dur-
ing the first three quarters of 1998. On the indi-
cators currently available, this does not appear
to have continued in the fourth quarter, the
year-on-year growth rate being estimated to
have stabilised at around 3.5 %. The index of
apparent consumption of goods and services,
on information to October, has held at growth
rates similar to those of the second and third
quarters of the year (see Chart 15). At a disag-
gregated level, the services component (ap-
proximated by the course of employment) has
moderated slightly, while the consumption of
non-food goods has remained very buoyant,
particularly in the case of consumer durables.
The greater strength of consumer durables is
also perceptible in new car registrations, which
sustained a strong growth rate in the final quar-
ter of 1998, ending the year with average
growth of 17.1 %, far higher than in 1997. Like-
wise, the general retail trade index, which tend-
ed to stabilise in the second and third quarters,
regained momentum in October and November.
Household equipment sales expanded vigor-
ously, in step with the strength of housing de-
mand.
Various factors help account for the buoyan-
cy of private consumption both in the final quar-
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ter of 1998 and in the year as a whole, for
which an average increase of 3.6 % is estimat-
ed. Household disposable income in real terms
has grown at higher rates than in 1997, assist-
ed by the sustained increase in wage income
and by the recovery in non-wage income in
comparison with the previous year. In addition,
household financial wealth increased during the
year, as stock exchange prices moved on to a
path of recovery in late autumn, reaching levels
by the end of the year close to those seen be-
fore the stock market slump during the summer
months. Such movements help explain the
firmer basis of consumption in recent months.
Likewise, the successive cuts in real interest
rates have continued driving household spend-
ing, especially in the case of consumer
durables, as they have substantially lowered
the cost of the associated financing conditions.
All these developments have occurred in a very
favourable climate: the consumer confidence in-
dex increased substantially as the year unfold-
ed, exceeding the related peak in the previous
upswing at the end of the year. Similarly, retail
trade confidence has been on an upward path,
certain fluctuations notwithstanding.
On QNA estimates, real general government
consumption posted a year-on-year growth rate
of 0.3 % in the third quarter of 1998, extending
the slowing profile shown since the final quarter
of 1997. Nonetheless, the State budget outturn
figures for the fourth quarter might warrant a
slight rise in this demand component in this pe-
riod, as a result of the acceleration observed in
payments executed by the State under the
headings of goods and services and wages and
salaries.
Investment in capital goods increased by
11.8 % in the third quarter of 1998, 0.7 percent-
age points down on the preceding quarter, and
this slowing trend appears to have extended
into the fourth quarter. Thus, the growth rate of
both industrial production and imports of capital
goods moderated in October, although the
heavy decline in exports of these goods that
month slightly checked the ongoing decelera-
tion in the index of apparent investment in capi-
tal goods. The cumulative growth rate of this
variable in the first ten months of the year stood
at 11.5 % (see Chart 16). Component by com-
ponent, the growth of both the production of
transport equipment and that of other capital
goods eased in October, as did imports. Sur-
veys gauging confidence in the capital-goods-
producing industry, which has been worsening
since the start of 1998, confirmed this decline in
October and November.
The moderation seen in capital investment
during 1998 is closely tied to the containment of
CHART 15
Private consumption indicators
S o u r c e s :Instituto Nacional de Estadística, European Com-
mission, Dirección General de Tráfico and Banco de España.
( a ) Non-centred percentage change on same quarter a
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the growth rate of final demand, arising from the
progressive weakness of exports, which has
translated into a sizeable decline in foreign or-
ders. Notwithstanding, capital spending was the
most buoyant component of demand on aver-
age in 1998, with an estimated growth rate of
around 12 %, higher than that seen in 1997.
This highlights the intensity of the investment
process in the Spanish economy over the last
two years. Indeed, the private investment/GDP
ratio has been close to the peaks recorded in
the mid-eighties. The presence of favourable al-
beit diminishing demand expectations, and the
ongoing improvement in corporate financing
conditions, against a background of contained
financial charges, are the main factors that ac-
count for this result. In this respect, according to
the figures provided by the Banco de España
Central Balance Sheet Office for the third quar-
ter of 1998, the financial leverage ratio, which
reflects the differential between the return on
assets and interest-bearing borrowing, has held
at very high levels, serving to boost productive
investment.
On QNA estimates, investment in construc-
tion accelerated substantially in the first nine
months of 1998, with year-on-year growth in the
third quarter of the year being estimated at
6.1 %. The continuing strength of this expendi-
ture component in the fourth quarter is apparent
in all available indicators. Among the indicators
of activity, the growth path of apparent con-
sumption of cement steepened in the final quar-
ter of 1998, posting a year-on-year average rate
of 20 %. The indicators of employment in the
sector likewise confirmed the uptrend in con-
struction activity. Notable in this connection is
the progressive improvement in the rate of em-
ployment creation reflected in the initial EPA
(Labour Force Survey) figures released in
September; the rate of decline of registered un-
employment in the sector intensified in October
and November, while the rate of increase of
new Social Security registrations rose in the
fourth quarter. In parallel, the business confi-
dence indicator for the construction industry
showed a fresh and notable improvement in
October and November, which has extended to
production and new-hire forecasts.
The course of the leading indicators in 1998,
as summarised by the construction spending in-
dicator, is an endorsement of the estimated
strength of this spending component at the
close of the year (see Chart 16). For one thing,
after having held virtually stable in 1997, official
tenders grew by 61 % on average between Jan-
uary and September 1998, underpinned to a
greater extent by the civil engineering compo-
nent. For another, the number of square metres
to be constructed in private-sector residential
CHART 16
Gross fixed capital formation
indicators
S o u r c e s :Ministerio de Fomento, Oficemen and Banco de
España.
( a ) Non-centred percentage change on same quarter a
year earlier, based on the trend of the indicator.
( b ) Obtained from the quarterly construction industry sur-
vey and deflated by the construction costs indicator. Four-
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buildings, based on the construction licences
granted by municipal councils, grew intensely
during the first eight months of 1998, rising to a
rate of increase of around 40 %. Likewise, pri-
vate building for non-residential use has also
been very expansionary, with the rate of in-
crease of the number of square metres to be
built exceeding 60 %.
The acceleration in private residential build-
ing is consistent with the increase in household
disposable income and with their improved
financial position, as it is with the decline in
mortgage interest rates. The buoyancy of the
non-residential building components is the out-
come, as is the case with investment in produc-
tive equipment, of the particularly favourable
conditions for pursuing investment projects.
Lastly, the public-works component has picked
up appreciably as a result of the increase in
budgetary provisions for infrastructure invest-
m e n t .
The contribution of the change in stockbuild-
ing to the year-on-year growth of output sta-
bilised at around two-tenths of a percentage
point in the second and third quarters of 1998
according to QNA figures. Drawing on informa-
tion from the household expenditure survey for
October and November, this contribution might
have increased marginally in the closing
months of the year, as a slight rise is apprecia-
ble in the percentage of businessmen reporting
a higher-than-intended level of stocks.
On INE information, the contribution of net
external demand to GDP growth held virtually
stable in the first three months of 1998, at
around –0.6 %, since the diminished momen-
tum of exports was offset by less buoyant im-
ports. On the information available for the final
quarter of the year it is difficult to state the exact
contribution of net external demand in this peri-
od. Nonetheless, the performance of its deter-
minants suggests that the slowdown in exports
has intensified as the weakness of certain ex-
port markets has heightened, while imports
have remained firmer, underpinned by the
strength of domestic demand.
The latest figures provided by the Customs
authorities showed a very marked deceleration
in sales abroad in October and November.
Nonetheless, the erraticism of these flows,
combined with the prevailing uncertainty as a
result of the international financial crisis, which
might have caused a deferral of corporate deci-
sions, calls for some caution in assessing this
information. In any event, the trend growth rate
of goods exports in real terms has weakened
substantially since early 1990, and it is estimat-
ed this process might have intensified in the last
quarter, as a result of flagging economic activity
worldwide. The latest results of the export cli-
mate survey, in which a deterioration in expec-
t tions about foreign orders for the last quarter
of 1998 can be seen, confirm this hypothesis;
50 % of respondents declared themselves to
have been affected by the international eco-
nomic crisis.
The breakdown of exports by geographical
area reveals a sharp decline in sales to coun-
tries directly affected by the crisis. Specifically,
exports in recent months to Latin-American and
east European countries have been very de-
pressed. And this has compounded the size-
able decline since the start of the year in ex-
ports to Japan and other south-east Asian
countries. The collapse of the Russian econo-
my and its effects on other economies in the re-
gion and the growing instability of the Latin-
American economies account for this result.
Sales to the United States have flagged sub-
stantially in recent months as a result of the
CHART 17
Foreign trade in goods (a)
Sources: Ministerio de Economía y Hacienda and Banco de
España.
( a ) Non-centred percentage change on same quarter a
year earlier, based on the trend of the indicator, in real terms.
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downward course of the dollar. Overall, exports
to non-EU countries fell by 3.9 % in nominal
terms in the first eleven months of the year, in
contrast to the 24.2 % increase on average in
1997. As regards exports to the EU, the drastic
slowdown in October and November will fore-
seeably be temporary. That said, the export
growth path had already slackened in the pre-
ceding months (after gathering notable steam at
the start of the year), in step with the prevailing
moderation in EU economic activity during the
second half of the year. Consequently, the cu-
mulative growth in the first eleven months of
1998 stood at 12.1 %, slightly down on the fig-
ure of 14.5 % in 1997. Notable at a more de-
tailed level is the strength of exports to France.
Sales to Germany showed similar growth rates
to those in 1997, and those to Italy have
slowed.
In terms of product groups, the growth rates
of all components of exports have slowed as
the year has unfolded. The deceleration in
sales of non-food consumer goods and, in par-
ticular, of cars has been to the fore. However,
exports of capital goods continue to show very
high real growth rates.
Tourism receipts in real terms remained very
expansionary in the closing months of 1998 ac-
cording to the main indicators available. That
said, they did not reach the high rates shown in
the opening months of the year. According to
balance of payments figures, tourism receipts in
nominal terms grew by 13 % in the first eleven
months of 1998, a very similar rate to that post-
ed in 1997 on average (12.8 %). The number of
tourists entering Spain was up 10.2 % in the pe-
riod from January to October, while the number
of foreign visitors staying in hotels rose 10.8 %
over the year as a whole. The improvement in
household income in the main European
economies, which has translated into greater
flows of tourists from France and Germany, and
the buoyancy of tourism from the United King-
dom, driven by the appreciation of sterling to-
wards the middle of last year, help explain the
favourable performance of this aggregate.
The year-on-year growth rate of goods im-
ports tended to moderate during 1998, standing
at 9.4 % in the third quarter according to provi-
sional QNA figures. Granted, it is very difficult at
present to assess developments in the final
quarter of the year. However, based on the in-
formation available, the firm advance of national
demand and the absence of significant changes
in the competitiveness of imported products al-
low a growth rate very close to that observed in
the previous quarter to be estimated for this ag-
gregate. Component by component, imports of
capital goods and consumer goods have contin-
CHART 18
Gross value added by branch of activity
Rate of change
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ued to be buoyant, posting real growth rates of
16.5 % and 15.1 %, respectively, in the first
eleven months of last year, in step with the
vigour of these demand components. On the
contrary, purchases of intermediate goods have
been on a slowing path, in keeping with indus-
trial activity.
Lastly, the growth rate of tourism payments
tended to increase during 1998, extending the
path of recovery begun in mid-1997. This per-
formance is closely connected with the im-
provement in Spanish household purchasing
power.
4.2. Output, employment, costs
and prices
During the fourth quarter of 1998, the year-
on-year growth of real GDP remained high,
though slightly down on the previous quarter, at
3.8 % on QNA estimates. From the standpoint
of expenditure, this performance was the out-
come of a greater negative contribution of net
external demand to GDP growth. From the
standpoint of the productive branches, the slight
slowdown in output originated mainly in indus-
try. Although growth continued to run at a no-
table rate in industry, it underwent a decelera-
tion linked to the effects of the international cri-
sis on the external sector. Elsewhere, market
services ceased to move on a slowing trend in
the second half of the year, while construction
remained expansionary. Employment genera-
tion continued to show growing impetus in the
third quarter, with the number of employed ris-
ing by 3.6 % year-on-year. However, the avail-
able indicators for the closing months of 1998
appear to signal a tailing off of this acceleration,
in step with the trend of activity. Cost develop-
ments have been favourable to the process of
reduction of the inflation rate. Drawing on col-
lective bargaining results in 1998, nominal
wages moved on a decelerating path, although
the rise therein exceeded that in consumer
prices, and the rate of decline of import prices
intensified in the second half of the year. As a
result, the 12-month growth rate of consumer
prices fell in the final quarter, ending the year at
1.4 %.
As can be seen in Chart 18, primary activity
during the third quarter of 1998 continued the
gradual process of recovery begun at the start
of the year. On provisional QNA estimates,
gross value added in the branch increased by
1.3 % on the same period a year earlier (the
first positive year-on-year growth since early
1997). The greater buoyancy of the primary
sector has come about despite the slight deteri-
oration in agricultural output, the result of scant
rainfall in most of Spain in the closing months of
1998. Thus, the yield of most summer and au-
tumn crops fell significantly, with wine, citrus
fruit and olive production being most adversely
affected by the weather. Conversely, the fish-
eries and livestock sub-branches were more
buoyant than in previous quarters, albeit grow-
ing at moderate rates.
Gross value added in industry ran at a year-
on-year rate of 5.1 % in the third quarter of
1998, seven-tenths of a percentage point below
the rate at the end of the first six months. The
marked buoyancy of this variable thus contin-
ued, although its growth rate was on a moderat-
ing trend, as was the case in the first half of the
year. The as yet incomplete data for the fourth
quarter show similar behaviour, although the
November figures, if confirmed in the coming
months, might signify a turnaround. The indus-
trial climate indicator stood in October and
November far below the levels of the previous
months. This was the result of flagging orders
CHART 19
Employment and wages (a)
Percentage change on year ago
Sources: Instituto Nacional de Estadística and Ministerio de
Trabajo y Asuntos Sociales.
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(especially those from abroad) and the increase
in stock levels. The industrial production index
posted a year-on-year rate of 2.4 % on average
in October and November, signifying an in-
crease of 3.6 % when adjustments are made for
calendar effects, one percentage point below
the related figure in the third quarter of the year.
A disaggregated analysis of the industrial pro-
duction index on the basis of industrial group-
ings shows that the additional loss of momen-
tum in October spread to all components. In-
deed, the production of consumer goods
showed a growth rate of 4.6 % on average in
October and November, calculated using the
series adjusted for calendar effects, compared
with 5 % the previous quarter, mainly as a re-
sult of the trend of the non-food component. As
for the production of capital goods, the sharp
loss of momentum between the second and
third quarters moderated substantially, even
though it continued to slow. Lastly, the produc-
tion of intermediate goods increased by 3 % on
average in the last two months, compared with
4.1 % the previous quarter. Set against the
background of this slowdown in industrial activi-
ty, production surveys for the following three
months showed a substantial improvement in
November, and there was also a rise in expect-
ed orders. These data have been confirmed by
the November industrial production index.
In the second half of 1998, construction ac-
tivity held firmly on the expansionary course
seen since late 1996. In the third quarter of
1998 the growth rate of value added in this
branch increased once more to 5.7 % year-on-
year, four-tenths of a point up on the previous
quarter. The information available for the fourth
quarter of the year points to the continuity of
this process, since both civil engineering works
and building remain very buoyant, as discussed
in the previous section.
On QNA figures, value added generated in
the services branch increased by 2.7 % in the
third quarter of 1998, one-tenth of a point up on
the previous quarter. This reduction in the
growth rate and the services branch extends
the gradual slowdown seen since late 1997,
which has been common to its two compo-
nents. Thus, the year-on-year growth rate of
non-market services declined by two-tenths of a
point to 1.2 % in the third quarter of 1998, the
result of a slowdown in fixed-capital consump-
tion which was not offset by the slight accelera-
tion in public-sector employees’ compensation.
The ongoing loss of momentum of market ser-
vices previously perceptible came to a halt in
the third quarter of 1998, and a year-on-year
growth rate of 3.2 % was posted, similar to that
of the second quarter of the year. The scant in-
formation available for the fourth quarter, based
essentially on employment, trade and tourism
indicators, does not seem to point to a further
slowdown.
The employment creation process continued
forcefully in the third quarter of 1998. On QNA
data, the number of employed increased by 3.6%
in relation to the same period a year earlier, up
on the figure of 3.4 % for the previous quarter
(see Chart 19). Nonetheless, as indicated by
the EPA data for this period, the numbers of de-
pendent and self-employed workers trended
very differently; there was a slowdown in the
former, while the numbers of self-employed in-
creased in year-on-year terms following 18
CHART 20
Consumer price index components
12-month percentage change
Source: Instituto Nacional de Estadística.
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months of decline. This pattern was again ap-
parent in the initial EPA figures for September,
including data from August to October, although
in a less buoyant context for total employment.
This is because the figures appear to indicate
that the rate of job creation might have reached
a plateau in the second half of 1998, in step
with the trend of activity. Specifically, the year-
on-change in the labour force totalled 447,000
people in September, which translates into a
year-on-year rate of 3.5 %, slightly below that
observed in the third quarter (3.6 %). Set
against this, Social Security registrations
showed greater strength as from September, in-
creasing in the fourth quarter as a whole at
rates higher than those seen during the sum-
mer. As regards unemployment, and according
to EPA figures, the joblessness rate fell by
three-tenths of a point in the third quarter of
1998 to 18.6 %, holding at this level in the
months covered by the initial EPA figures for
September. The reduction in the number of un-
employed has worked through to the registered
unemployment figure compiled by INEM (the
National Employment Office). In the fourth quar-
ter, the rate of decline of registered unemploy-
ment intensified, with an average reduction of
283,000 people in the number of jobless: the re-
sulting negative rate of –13.6 % is clearly
greater in absolute terms than that seen in pre-
vious quarters.
As mentioned, after having decelerated in
the third quarter of 1998, the number of depen-
dent employees remained on a slowing trend in
the period August-October, running at a growth
rate of 4.2 % year-on-year, two-tenths of a point
below that of the period July-September. The
recovery initiated in the third quarter in the
group of self-employed workers was confirmed,
with growth of 1 % being posted after more than
a year of declining rates. Under the wage-earn-
ers category, permanent employment held rela-
tively stable at a growth rate of 5.2 %, which
was nonetheless lower than the rate in the sec-
ond quarter of the year. Meanwhile, the growth
rate of temporary employment declined to
2 . 4%, lowering the proportion of temporary to
total employees to 32.9 %, four-tenths of a point
below the related figure for the third quarter. As
regards working-day length, data are only avail-
able for the third quarter, when the proportion of
part-time to full-time workers once more lost
momentum, declining to 7.8 %, four-tenths of a
point down on the previous quarter. By branch
of activity, the September EPA showed the
same trends seen in the third quarter. The ex-
ception was agriculture, where there was a
sharper reduction in the number of employed.
The slowdown in employment in industry, which
reflects that shown by output in the same
branch, continued, though with employment-
generation rates that are still high (4 %). Mean-
time, the number of employed in construction
continued on the rising path previously seen
(6.9 %), in line with the activity indicators avail-
able. Lastly, in the services branches, net jobs
increased in the three months covered by the
September EPA at the same rate as in the third
quarter (3.4 %). Other sources relating to em-
ployment developments, such as Social Securi-
ty registrations and registered unemployment,
point to a more favourable performance of the
labour market in industry and services in the
fourth quarter than that indicated in the initial
September EPA figures.
CHART 21
Producer price index components
12-month percentage change
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Most of the information relating to the vari-
ous wage headings has shown a significant de-
celeration in compensation in 1998, compared
with 1997. The most up-to-date information, on
collective bargaining agreements entered into
until December 15th last year, shows wage set-
tlements for 1998 to be standing at 2.6 %,
three-tenths of a point lower than in 1997. The
biggest wage settlements were in newly signed
agreements; here, wage-rate growth was
2.8%, above the figure of 2.4 % corresponding
to revised agreements. Across the branches of
activity, settlements in services (2.7 %) and in
agriculture (2.9 %) were notable, while in indus-
try (2.4 %) and construction (2.3 %) the increas-
es were slightly more moderate.
According to the wage survey, average
hourly earnings in the third quarter of 1998 (in
terms of basic pay) increased by 2.4 %, two-
tenths of a point down on the previous quarter.
For the first three quarters of the year this in-
crease was 2.7 %, 1.2 percentage points below
the average growth recorded in 1997, albeit
nine-tenths of a point above the 1998 CPI in-
crease. Workers with shorter working days join-
ing the labour market continued to prompt a sit-
uation whereby the increase in monthly earn-
ings per employee was somewhat less than
that in hourly earnings in the third quarter
( 2 . 1%). Branch by branch, average hourly
wages in terms of basic pay quickened by half a
percentage point in industry (to 2.9 %), held at
the same rate in construction (3.4 %) and
slowed in services (2.2 %). It is in this latter
branch that the growth differential between
hourly and monthly earnings is widest, although
the gap has narrowed by three-tenths of a point
in the last quarter.
As Charts 20 and 21 show, the main indica-
tors of prices in the Spanish economy held on a
favourable path in the fourth quarter of 1998.
There was a fresh cut in the 12-month growth
rate of the CPI, which stood at 1.4 % in Decem-
ber. The favourable behaviour of what are tradi-
tionally the most volatile CPI components
– fresh food, whose 12-month growth rate mod-
erated by almost one percentage point, and en-
ergy prices, which fell sharply – was the factor
that most contributed to the improved inflation-
ary situation in the period under study. The
component of services and non-energy pro-
cessed goods (IPSEBENE) also slowed slightly,
to a 12-month growth rate of 2.2 % in Decem-
ber, one-tenth of a point less than in Septem-
ber. In terms of the harmonised index of con-
sumer prices (HICP), which allows for uniform
comparison with the consumer prices of the
other EMU countries to November, the inflation
gap between Spain and EMU, on one hand,
and the EU, on the other, narrowed. Specifical-
ly, the 12-month growth rates of the HICPs in
November were 1.4 % in Spain, and 1 % and
0.9 % in the EU and EMU, respectively.
As earlier mentioned, among the factors that
have most contributed to the favourable CPI
performance in recent months are the tradition-
ally more volatile components, such as energy
and unprocessed food. In the closing months of
CHART 22
Price and cost indicators
S o u r c e s :Instituto Nacional de Estadística and Banco de Es-
p a ñ a .
( a ) Non-centred percentage change on same quarter a
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1998 there was a marked fall in energy prices,
led by the fall of energy prices on international
markets. As a result, the 12-month rate of the
energy component stood at –6.6 % in Decem-
ber. Unprocessed food prices underwent a
slowdown which reduced their 12-month rate to
1.1% in the same month. The behaviour of pro-
cessed food prices remained moderate, grow-
ing at a rate of 0.4 % year-on-year in Decem-
ber, three-tenths of a point below the related
September rate. The 12-month growth rate of
non-energy industrial goods prices held at
1.6 % during the fourth quarter of the year. Fi-
nally, services prices ran at a rate of 3.7 %
year-on-year in December, one-tenth of a point
less than in September.
The 12-month growth rate of the producer
price index underwent fresh cuts in the second
half of 1998, standing at –2.1 % in December.
Although all its components slowed, the
sharpest falls were in the prices of intermediate
goods, and more specifically in energy, the
year-on-year change in which was –11 % in De-
cember. Turning to agricultural prices, and on
the latest information to September, these con-
tinued to perform favourably overall. However,
pork and fresh vegetable prices showed very
high growth, which has had a significant bear-
ing on the aggregate.
Import prices, approximated by the unit val-
ue index, continued on the moderate trend seen
in the summer months and early autumn. Thus,
on information to October, the cumulative aver-
age rate was –1.7 %. Although this moderation
has been common to all the components, it is
more intense in the case of intermediate and
capital goods. Lastly, export prices also held on
a very moderate growth path, showing a cumu-
lative increase to October of 0.7 % in relation to
the same period a year earlier.
The information furnished by the cost and
price indicators discussed in the previous para-
graphs can be combined (as part of a coherent
accounting framework) to obtain an overall view
of the price formation process (see Chart 22). In
the third quarter of 1998 the final prices of the
non-financial firms aggregate grew less than in
the second quarter. Notwithstanding, the gross
operating margin has held on a rising path in re-
lation to the level reached in previous quarters,
thanks to greater moderation in the growth of
total costs. The latter have been assisted both
by the slowdown in unit labour costs and by the
low growth of intermediate costs (of both do-
mestic goods and, especially, imported ones).
On the contrary, the cost of services used as in-
puts has held at high rates.
Across the various branches of activity, the
performance has continued to be heteroge-
neous. The progressive narrowing of operating
margins has continued in manufacturing, as a
result of the greater growth of total costs in rela-
ion to prices. The performance of unit labour
costs has been especially unfavourable, while
the growth of intermediate costs has been very
moderate. Conversely, margins have continued
on a rising path in services, owing to the persis-
tence of high price increases.
4.3. Balance of payments
The current and capital-account balance
amounted to PTA 954 billion during the first
eleven months of 1998, down PTA 402 billion
on the same period a year earlier. The current-
account surplus deteriorated notably in this pe-
riod, owing largely to the increase in the trade
deficit and, to a lesser extent, to the worsening
of the investment-income balance. On the con-
trary, the tourism surplus increased substantial-
ly. The capital-account surplus remained virtual-
ly stable compared with the previous year.
Merchandise exports lost steam as 1998 un-
folded. The intense slide since the beginning of
the year in sales to Asian markets was com-
pounded in the final months by progressively
weaker exports to east European and Latin-
American countries. In addition, the pace of
sales to EU countries has also slowed in recent
months. Imports remained relatively robust, in
step with the thrust of domestic demand. This
prompted a growing deterioration in the mer-
chandise balance deficit from the end of the
previous year onwards, despite the improve-
ment in the terms of trade in 1998.
The tourism surplus stood at PTA 3,484 bil-
lion in the first eleven months of 1998, up PTA
403 billion on the same period the previous
year. Tourism receipts expanded strongly in this
period (13 %), stabilising after the summer at
high growth rates following their notable impe-
tus in the opening months of the year. This re-
sult reflects the improved economic situation in
Germany and France, which has led to a
greater inflow of tourists from both these coun-
tries. It also shows the resilience of British
tourism, a consequence of the depreciation of
the peseta against sterling until mid-1998.
Tourism payments grew 12.9 % in the first
eleven months of the year, accentuating the
path of recovery seen since the second half of
1997. Lastly, receipts and payments for other
services sustained very high growth rates, al-
though in the final months there was a percepti-
ble slowdown in revenue arising on transport
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operations, in step with the lesser momentum of
merchandise exports.
The investment-income deficit stood at PTA
882 billion in the period January-November, up
PTA 103 billion on the same period the previ-
ous year. This result is the outcome of the
surge in payments over the same period, where
receipts trended more moderately. The perfor-
mance of receipts largely reflected the slack-
ness of those relating to the credit system, con-
nected with the ongoing cancellation of deposits
vis-à-vis the external sector in 1997 and in the
opening months of 1998. On the contrary, non-
financial private-sector receipts were very buoy-
ant, the result of the expansion in portfolio in-
vestment, mainly in mutual funds, and of the in-
crease in direct investment and in short-term
lending and deposit operations abroad. There
was a notable increase in payments made by
the credit system, in line with the performance
of its liabilities vis-à-vis the external sector, al-
though there was also a perceptible increase in
payments by the non-financial private-sector.
The surplus on the current transfers account
increased by PTA 143 billion over the first
eleven months of the year in relation to the
same period a year earlier. This was due to the
increase in transfers received by the private
sector, under the European Agricultural Guid-
ance and Guarantee Fund heading, while pub-
lic-sector transfers relating to the European So-
cial Fund stabilised at the same levels of the
previous year. Payments, for their part, in-
creased under all captions, except in that ear-
marked for the VAT Resource.
Lastly, the capital-account balance ran a
surplus of PTA 734 billion in the period Jan-
uary-November, similar to that observed in the
same period in 1997, as the increase in struc-
ural funds from the EU was offset by the reduc-
tion in transfers received by the private sector.
Turning to the financial account, the period
January-November 1998 resulted in a net capi-
tal outflow totalling PTA 262 billion, in contrast
to the net inflow of PTA 1,045 billion recorded in
the same period the previous year. Along with
the turnaround in the net flow of cross-border
capital, a key feature of the 1998 balance of
payments financial account is the considerable
increase in the volume of financial flows vis-à-
vis the external sector. Both the build-up in
claims on and liabilities to the external sector is,
so far in 1998, twice that of the figure recorded
in 1997, with financial movements of around
PTA 11 billion in both cases. In an economy
such as Spain’s, which has traditionally de-
pended on foreign saving, the turnaround in our
financial flows with the rest of the world, togeth-
TABLE 4
Balance of payments: summary table (a)
PTA bn
Current account 23,265 22,676 589 25,542 25,322 220
Merchandise 13,967 15,726 –1,759 14,983 17,427 –2,443
Services 5,969 3,281 2,688 6,751 3,787 2,964
Tourism 3,689 608 3,081 4,171 687 3,484
Other services 2,279 2,673 –393 2,580 3,100 –520
Income 1,697 2,476 –779 1,992 2,874 –882
Current transfers 1,631 1,193 439 1,816 1,234 582
Capital account 845 78 767 815 81 734
Financial account 5,882 6,543 –661 11,942 12,158 –217
Spanish investment abroad — 3,643 –3,643 — 7,427 –7,427
Foreign investment in Spain 2,078 — 2,078 3,791 — 3,791
Spanish loans and deposits abroad — 1,195 –1,195 — 4,777 –4,777
Foreign loans and deposits in Spain 3,804 — 3,804 8,150 — 8,150
Reserves — 1,706 –1,706 — –45 45
Unclassified items, errors and omissions — — –695 — — –738
Source: Banco de España.
(a) Provisional.
JAN-OCT 1997
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er with the significant increase in claims on non-
residents, is most relevant. This reflects the
framework of macroeconomic stability achieved
and the country’s growing capacity to place its
capital abroad, in an environment of financial
globalisation.
The net capital outflow recorded was less
than the overall surplus on the current and cap-
ital accounts. And this, among other factors,
translated into a slight increase in reserves
(PTA 45 billion).
Among the captions conducive to the in-
crease in liabilities to the external sector are
that of foreign investment in marketable securi-
ties (both government and private) and that of
the credit system’s lending and deposit opera-
tions with non-residents. The increase in pur-
chases of claims on the external sector has
been mainly channelled via investment and pri-
vate-sector lending and deposit operations, of
both a financial and non-financial nature.
According to the disaggregated figures avail-
able for the period January-October of the cur-
rent year, the raising of funds abroad by resi-
dent credit institutions via lending and deposit
operations almost amounted to PTA 6 trillion,
60% of which was in the form of short-term op-
erations (see Table 5). However, the key fea-
ture is the significant increase in long-term
loans and deposits, flows of which have
quadrupled in the period January-October
1998, compared with the same period a year
arlier.
The considerable increase in foreign invest-
ment in Spain has come about mainly thanks to
non-resident purchases of marketable securi-
ties. The acquisition of paper issued by the pri-
vate sector (PTA 1,642 billion) exceeded invest-
TABLE 5
Balance of payments on financial account
PTA bn
1. BALANCE ON FINANCIAL ACCOUNT (2 – 5) –442 –667 –409
2. CHANGE IN LIABILITIES – CHANGE IN ASSETS 1,281 935 –265
3. CHANGE IN LIABILITIES VIS-À-VIS EXTERNAL SECTOR 5,466 5,067 10,965
Investment 2,485 1,532 4,224
Excluding marketable securities 811 703 1,043
Marketable securities 1,673 830 3,181
Private sector 63 –77 1,642
Public sector 1,610 907 1,539
Other investment 2,981 3,535 6,741
General government and other resident sectors 105 309 864
Credit system 2,876 3,226 5,877
Of which:
Long-term loans and deposits 538 466 1,648
Repos 54 262 488
Short-term deposits 2,285 2,498 3,740
4. CHANGE IN ASSETS VIS-À-VIS EXTERNAL SECTOR 4,185 4,132 11,230
Investment 3,961 3,279 6,189
Other investment 225 853 5,041
General government 55 53 51
Other resident sectors 2,251 2,432 3,593
Of which:
Short-term loans and deposits 1,960 2,178 3,444
Credit system –2,081 –1,632 1,396
Of which:
Long-term loans and deposits 328 204 137
Repos 494 954 –122
Short-term deposits –2,903 –2,791 1,382
5. RESERVES 1,722 1,602 145
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ment in general government securities (PTA
1,539 billion), which is very relevant in the light
of the traditionally scant issuance of private se-
curities in the Spanish economy.
The increase in Spanish investment abroad
in the period January-October totalled PTA
6,189 billion, clearly up on the figure for the
whole of 1997. There has been a significant in-
crease in portfolio investment which, to date in
1998, has exceeded PTA 4 trillion pesetas. The
non-credit private sector has accounted for
7 5 % of this amount, mainly via mutual funds.
The reduction in interest rates and the search
for greater investment diversification, in a Euro-
pean environment marked by exchange rate
stability, have boosted the acquisition of claims
on the foreign sector by these funds. Direct in-
vestment continues to grow apace.
The increase in non-credit private-sector de-
posits abroad in the period January-October ac-
counted for PTA 3.6 trillion. These largely relat-
ed to short-term lending and deposit operations.
The credit system increased its claims on the
external sector mainly by increasing its short-
term deposits, in contrast to the intense process
of deposit withdrawal which took place in the
same period the previous year (see Table 5).
Lastly, as can be seen in Table 6, the sec-
toral breakdown of cross-border financial flows
shows significant differences in the period
elapsed in 1998. The credit system and general
government have exerted net demand for for-
eign financing for large amounts (almost PTA 4
trillion and the case of the credit system and
PTA 1.5 trillion in the case of general govern-
ment). Conversely, the other resident sectors
(which include, among others, households,
firms and other financial institutions such as
mutual and pension funds) continue to finance,
in net terms, the rest of the world, both via di-
rect and portfolio investment and through loans
and deposits abroad.
4.4. State Budget outturn and financing( 5 )
The cumulative State cash-basis deficit to
November 1998 stood at PTA 149 billion,
89.7% lower than the same period the previous
year. The resulting percentage decline is
greater than that originally budgeted for the
year as a whole (–27.6 %), and even higher
than that foreseen in the projected outturn for
fiscal year 1998 which is included in the draft
1999 Budget (–33.2 %). This reduction in the
cash-basis deficit was due both to the fall in ex-
penditure (–0.2 %) and, above all, to the in-
crease in revenue (8.2 %). As indicated in pre-
vious reports, comparison of the State budget
and its outturn during 1998 with the previous
year should be made bearing in mind, firstly,
the entry into force of the Regional (Au-
tonomous) Community financing arrangements
for the period 1997-2001. Among other mea-
sures, this establishes, first, the transfer of





1. Total 10,965 11,230 –265
Credit system 6,705 2,812 3,893
Investment 828 1,416 –588
Other investment 5,877 1,396 4,481
General Government 1,514 51 1,463
Investment 1,539 — 1,539
Other investment –25 51 –76
Other resident sectors 2,747 8,366 –5,619
Investment 1,857 4,773 –2,916
Other investment 890 3,593 –2,703
2. Reserve assets – 145 –145
3. Balance on financial account (1 + 2) — — –409









( 5 ) According to recent Government figures, the State
cash-basis deficit for 1998 totalled PTA 1,144 billion,
4 5 . 6% less than in 1997. This considerable decline has
widely exceeded the original budgetary forecasts for this
year, as it has the projected budget outturn accompanying
the 1999 Budget.
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tax to the ordinary-regime Regional (Au-
tonomous) Communities party to the agreement
(all except Andalusia, Extremadura and Castil-
la-La Mancha); and second, the expenditure in-
curred during the first few months of 1997 in
connection with Royal Legislative Decree 12/
1996, of 26th July, which affected, above all,
purchases of goods and services and invest-
ment by the State.
Using the National Accounts framework, the
cumulative deficit to November fell by a slightly
lesser degree than the cash-basis deficit
(–76.5%), placing it at PTA 249 billion. Howev-
er, the breakdown of the data hereafter will be
in cash-basis terms, this being the information
available.
In the period January-November, the rate of
increase of revenue accelerated in relation to
the first nine months of the year. This was due
to the pick-up in direct tax revenue, the rate of
decline of which eased to –1.5 %, and, to a
lesser extent, to the favourable performance of
indirect tax (13.1 %). However, other net rev-
enue underwent a slowdown, although continu-
ing to grow at high rates (27.7 %). Thus, the in-
crease in tax takings and in other net revenue
stood, in November, above the level envisaged
in the projected outturn for the year as a whole.
The recovery in direct tax was due above all
to a better performance both by personal in-
come tax (–7.9 %) and by corporate income tax
(22.7 %). Personal income tax continues to be
affected by the transfer of 15 % of the rate
structure of this tax to the ordinary-regime Re-
gional (Autonomous) Communities, by the
bringing forward of refunds in relation to the
previous year (PTA 997 billion was refunded
between June and November this year com-
pared with PTA 739 billion in the same period
last year) and by the fall in revenue relating to
capital withholdings. In fact, if the first two ef-
fects are eliminated, personal income tax re-
ceipts show a growth rate of 6.7 %. The per-
centage decline in this tax to November is be-
low the projected outturn (–8.7 %). The acceler-
ation in corporate income tax receipts is war-
ranted by the strong increase in partial tax pay-
ments made in October compared with the pre-
vious year, as a result of sound corporate prof-
its and the revenue arising from capital gains
realised on privatisations. In this respect, if an
adjustment were made for the year-to-year dif-
ferences attributable to privatisation proceeds,
the growth rate of this tax would fall to 14.2 %.
The increase in corporate income tax to
November continues, however, to contrast with
the budgeted reduction for the year as a whole
(–10.5 %), and even with the growth rate includ-
ed in the projected budget (1.2 %). Lastly, the
heavy decline in takings relating to other direct
taxes (–44.7 %) is due to the extraordinary rev-
enue arising in 1997 in connection with the as-
set restatement levy.
Indirect tax revenue accelerated slightly in
relation to the first nine months of the year. It
was driven by the sound performance of both
VAT and excise duties, which are holding at
growth rates (10.7 % and 16 %, respectively)
above those initially budgeted and higher than
in the projected outturn. That reflects the
favourable behaviour of consumption and the
buoyancy of imports from non-EU countries.
This latter aspect also affects customs duties
(17.2 %), arising above all from the Common
External Tariff. The trend of other indirect taxes
(which rose at a rate of 60.8 %) reflects the in-
crease in the tax rate on insurance premiums,





Source: Banco de España.
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TABLE 7
Budget: outturn and financing
PTA bn and %
1. Revenue 16,640 17,449 4.9 12,096 12,753 5.4 15,300 16,562 8.2
Direct taxes 7,882 7,320 –7.1 5,874 5,359 –8.8 7,246 7,139 –1.5
Personal income tax 5,540 5,058 –8.7 4,403 3,889 –11.7 5,217 4,804 –7.9
Corporate income tax 2,095 2,119 1.2 1,261 1,362 8.0 1,801 2,209 22.7
Other 247 143 –42.1 210 108 –48.5 228 –126 –44.7
Indirect taxes 6,253 6,982 11.7 4,668 5,241 12.3 5,903 6,675 13.1
VAT 4,004 4,388 9.6 2,974 3,281 10.3 3,840 4,249 10.7
Excise duties 2,065 2,344 13.5 1,555 1,776 14.2 1,893 2,197 16.0
Tariffs 111 131 18.0 81 95 17.3 102 119 17.2
Other 73 119 64.3 58 89 54.3 68 110 60.8
Other net revenue 2,505 3,147 25.6 1,554 2,153 38.6 2,151 2,748 27.7
2. Expenditure 18,688 18,817 0.7 13,625 13,598 –0.2 16,747 16,712 –0.2
Wages and salaries 2,992 3,042 1.7 2,156 2,187 1.4 2,605 2,662 2.2
Goods and services 390 391 0.2 285 275 –3.2 344 348 1.3
Interest payments 3,596 3,367 –6.4 2,593 2,442 –5.8 3,317 3,091 –6.8
Current transfers 10,018 9,826 –1.9 7,362 7,308 –0.7 8,987 8,910 –0.9
Investment 847 1,079 27.5 611 638 4.4 732 762 4.2
Capital transfers 846 1,112 31.5 619 749 21.0 763 937 22.8
3. Deficit (3 = 1 – 2) (a) –2,049 –1,369 –33.2 –1,529 –845 –44.7 –1,447 –149 –89.7
4. Other expenses 16 — — 159 –8 — –59 20 —
Interest payments 15 — — 158 –18 — –55 3 —
Other payments 1 — — 1 10 — –4 17 —
5. Total expenditure
(2 + 4) 18,704 — — 13,783 13,591 –1.4 16,689 16,732 0.3
6. Net financing
(6 = 1 – 5 = 7 – 8) –2,065 — — –1,687 –837 –50.4 –1,389 –170 –87.8
7. Net change in financial
a s s e t s –322 — — 139 2,974 — 303 2,621 —
Deposits at Banco de España –893 — — –361 2,459 — –281 1,942 —
Claims on Official Credit Institutions 22 — — 16 9 –44.2 18 10 –44.7
Other net assets 549 — — 483 506 4.6 567 669 18.0
8, Net change in financial
l i a b i l i t i e s 1,743 — — 1,826 3,811 108.7 1,692 2,790 64.9
Borrowing from Banco de España –39 — — 0 0 — 0 0 —
Net issues of securities (c) 2 , 6 9 5 — — 2 , 2 4 1 2 , 9 6 7 3 2 . 4 2 , 3 0 2 1 , 6 6 8 – 2 7 . 5
Treasury notes 0 — — 0 0 — 0 0 —
Treasury bills –1,254 — — –45 –1,590 — –1,115 –1,800 61.4
Medium- and long-term debt 3,949 — — 2,286 4,557 99.3 3,417 3,467 1.5
Debt assumed –21 — — –6 –29 — –6 –49 —
Non-marketable debt –850 — — –850 0 –100.0 –850 0 —
Foreign-currency loans 466 — — 516 863 67.1 490 1,156 135.7
Loans in pesetas –195 — — –195 0 –100.0 –195 0 —
Other (c) –312 — — 121 10 –91.7 –48 16 —
Sources: Ministerio de Economía y Hacienda and Banco de España.
(a) This is the cash-basis deficit as defined by IGAE (National Audit Office).
(b) Effective values.

















1 2 3 = 2/1 4 5 6 = 5/4 7 8 9 = 8/7
Initial projection Outturn Outturn
46 BANCO DE ESPAÑA / ECONOMIC BULLETIN / JANUARY 1999
QUARTERLY REPORT ON THE SPANISH ECONOMY
Other revenue, which advanced at a rate of
27.7 %, showed a slowdown in relation to the
growth rate recorded to September. Nonethe-
less, the increase in revenue under this heading
was greater than foreseen in the projected out-
turn (25.6 %) and contrasts with the decline
budgeted for the year as a whole (–3.1 %). No-
table under this revenue heading are the follow-
ing items. First, the increase to November in
rates and other income (53.2 %), due to the
revenue arising on the differences between
government debt redemption and issuance
prices (which are growing at over 200 % with
respect to the same period a year earlier). Sec-
ond, the rise in profits and dividends (16 %), as
a result of the increase in profits paid in by the
Banco de España (13.2 %) and of the greater
revenue arising on disposals of public-sector
firms and in relation to the regulation of mobile
telephony (this latter item was recorded in July
under the heading of rates and other income).
Current transfers show a high rate of growth
(47.6 %) owing basically to the increase in rev-
enue from the State National Lottery and Gam-
ing Agency (ONLAE) and to the increase in
transfers from the Regional (Autonomous) Gov-
ernments of the Basque Country, Navarra and
Madrid, after the changes made to their financ-
ing arrangements. Lastly, capital transfers,
which include revenue received from the EU
Structural and Cohesion Funds, grew by
20.5%.
Turning to expenditure, its cumulative rate of
change to September was –0.2 %, below the
projected outturn (0.7 %), but far removed from
the initially budgeted figure (–2.9 %). In fact, all
items under expenditure, except that relating to
wages and salaries, showed higher rates of
change to November than those budgeted for
the year as a whole. The differences between
the growth rates of expenditure to November
and those included in the projected outturn for
the year as a whole are essentially due to capi-
tal expenditure (real investment and capital
transfers) which has, to November, advanced
well below budget. As to current expenditure,
both wages and salaries and goods and ser-
vices stood below the projected outturn. In the
case of wages and salaries, payments to cur-
rent employees grew by only 1.1 %, while pen-
sion and social security payments ran at 3.2 %
and 7.9 %, respectively. Goods and services in-
creased by 1.3 % (rising to over 8 % if the ef-
fects of Royal Legislative Decree 12/1996 are
removed), above the figure initially budgeted for
the year as a whole. Interest payments fell by
–6.8 %, in which connection it should be borne
in mind that this year a credit extension for
PTA 210 billion has been authorised for the pur-
poses of early redemption and debt conversion.
Finally, expenditure on current transfers fell by
0.9 %, which becomes an increase of 5.5 %
once the effects of the transfer of the personal
income tax rate structure to the Regional (Au-
tonomous) Governments are eliminated. It
should be remembered that one of the biggest
volumes of transfers is to Social Security Funds
to finance INSALUD (the Spanish health ser-
vice). This item showed an increase of close to
10% to November, the result of the ongoing as-
sumption by the State of health care expenses,
to be culminated in 1999.
As regards Social Security Funds, full infor-
mation on the outturn to September – referring
exclusively to the Social Security System – is
available. These data show a System surplus of
PTA 352 billion, in contrast to the deficit for the
same period last year (PTA –75 billion) and to
that foreseen for the year as a whole (PTA
–119 billion). Revenue showed a growth rate of
10.9 %, which, though it continued falling grad-
ually as from the end of first quarter (19.5 %),
remains far above budget (5.8 %) due mainly to
the favourable trend of current transfers from
the State (21.5 %). Social security contribu-
tions, meanwhile, grew by 5.6 %, seven-tenths
of a point higher than budgeted. As for expendi-
ture, its growth rate (6 %) held at slightly above
budget (5.2 %), due above all to the strong
growth in purchases and pharmaceutical ex-
penses (10.7 % and 12.5 %, respectively,
against the initially budgeted figures of 6.1 %
and 0.1 %). Temporary disability benefits also
showed a far higher than expected rate of
change (–0.4 %).
National Employment Office (INEM) data are
available on social security contributions re-
ceived to June, which grew by 8.2 % compared
with the same period a year earlier, and on un-
employment benefits paid to November, which
fell by 7.3 %. It seems both circumstances are
due to the sound performance of employment.
Lastly, employment-promotion rebates continue
to grow at a high rate.
During the period October-December 1998
the ongoing reduction of interest rates on gov-
ernment debt instruments has continued, in
step with developments on the money and
medium-and long-term debt markets. The con-
tinuing volatility on international stock markets
drove activity on the market for government se-
curities, which have taken up a portion of the
funds in flight from riskier positions. Along with
this, the impact of the financial crisis on growth
prospects in Europe has prompted a less re-
strictive monetary policy and, in short, lower in-
terest rates on short-term securities.
In this bearish setting, the Treasury cut its
rates at issue considerably. However, redemp-
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tions of debt exceeded market placements,
whereby the Treasury drew on the sizeable bal-
ance of its deposit at the Banco de España ac-
cumulated during the year to cover these re-
demptions and the budget deficit relating to the
period in question, as can be seen in Chart 23.
Over the year as a whole, medium-and long-
term government bond issues have once again
been the main financing instrument for the
State, with net placements totalling PTA 2.9 tril-
lion. Foreign currency financing was also rele-
vant, exceeding PTA 1 trillion pesetas. Largely,
however, these liabilities have been automati-
cally converted into domestic currency financing
with the introduction of the euro, since they
largely related to ecu-denominated issues. The
outstanding balance of Treasury bills fell by
PTA 1.9 trillion in 1998. This debt issuance
structure has once again meant an increase in
the average life of government debt in Spain,
which has risen from 3.5 years at end-1997 to
4.5 years at the end of the third quarter of 1998.
Finally, the balance of the deposit at the Banco
de España, which is ultimately the item that bal-
ances market placements with the State cash-
basis deficit, increased slightly during the year.
The outstanding balance of Treasury bills fell
in the final quarter of the year by PTA 353 bil-
lion, although, unlike previous quarters, there
was a positive placement of six-month bills and
a negative flow of 12- and 18-month bills. Over
the year as a whole, there was an increase only
in the outstanding balance of 18-month bills (by
PTA 1,472 billion), while that of six- and 12-
month bills fell by PTA 775 and PTA 2,699 bil-
lion, respectively. As to rates at issue, in the pe-
riod October-December 1998 the Treasury cut
marginal rates by around 100 basis points to
2.7 % for 6-month bills, and by around 60-80
basis points for the 12-and 18-month terms, to
2.9 %-3 %.
The strong demand at the tenders for medi-
um- and long-term debt enabled the Treasury to
continue cutting bond yields, in step with market
yields. Gross placements amounted to PTA
1,568 billion over the quarter as a whole (ap-
proximately 54 % of the amounts applied for),
although this amount was lower than the re-
demptions for the same period, which were, at
over PTA 3 trillion, very high. Likewise, PTA
608 billion worth of medium- and long-term
bonds were issued via old-debt exchange oper-
ations. The reductions in rates at issue in the fi-
nal quarter of the year gave rise to a total down-
ward movement of about 40-50 basis points for
all bond issues in the three-to-15-year segment.
For the year as a whole, bond issues were sub-
stantially distributed among the different maturi-
ties. There were net placements of over PTA 1
trillion in the longer-dated issues (15- and 30-
year bonds).
Spain’s move into the Third Stage of Eco-
nomic and Monetary Union has meant the rede-
nomination of the entire outstanding balance of
government debt into euros. This process has
made certain changes in the workings of the
Government Debt Book-Entry System neces-
sary. These are set out in detail in the «Finan-
cial Regulation» section of this Bulletin. Like-
wise, all new issues have been denominated in
the single currency.
At the tenders held in the period to 22nd
January, there have been some notable
changes in the interest rates set and in the de-
mand recorded. In the case of Treasury bills,
the marginal rate on six-month bills has in-
creased by 20 basis points in relation to the last
tender in 1998, to 2.9 %. That is more in line
with the yields on money markets at similar ma-
turities. The interest rates on 12- and 18-month
bills have declined slightly. As was habitual
throughout 1998, there has been a negative net
issue at the January tenders: against redemp-
tions totalling e7,339 million (PTA 1,221 billion),
only e4,037 million (PTA 672 billion) have been
placed.
As regards the first tender of medium- and
long-term euro-denominated bonds, there have
been fresh reductions in rates at issue: com-
pared with the December 1998 tender, the rates
set have fallen by between 20 basis points for
10-year bonds and 45 basis points for 5-year
bonds. The total amount issued was e3,776 mil-
lion (PTA 628 billion), far higher than the re-
demptions expected in January, which totalled
e311 million (PTA 52 billion). Also, demand was
notably strong: applications for a value of
e7,730 million (PTA 1,286 billion) were made, a
significantly higher amount than in the previous
months.
On data to November, the main demand for
government debt during 1998 was from mutual
funds, which accounted for virtually the entire
increase in the outstanding balance of govern-
ment debt. Non-residents’ holdings were un-
changed, while the credit system has reduced
its outright holdings of government debt. The
breakdown of the debt in circulation acquired
outright was as follows at the end of November
1998: almost 40 % was held by institutional in-
vestors (mutual funds, pension funds and insur-
ance companies); 37 % by the credit system
(most of it assigned to other sectors); 17 % by
non-residents; and the remaining 6 % by non-fi-
nancial firms and households.
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4.5. Monetary and financial developments
A degree of normality was restored on Span-
ish financial markets during the last quarter of
the year following the instability seen in the pre-
vious three months, as a result of the interna-
tional financial crisis. The favourable perfor-
mance of inflation and national public finances,
along with the reduction of the degree of mone-
tary tightness in the United States and in the
main European countries, boosted this process
of normalisation. Against this background and
given the ongoing convergence of interest rates
among the countries that have joined EMU, the
Banco de España cut its intervention rate on
three occasions during the quarter for a total
amount of 125 basis points, placing it at 3 %,
the level at which the starting interest rate for
monetary union was set. This allowed the de-
cline in yields on domestic markets to continue,
more markedly so in the short term. And it was
also instrumental in the significant recovery by
stock markets following the slump in the third
quarter of the year.
On the interbank deposit market, the cuts in
the intervention rate to the EMU convergence
level were conducive to sizeable reductions in
yields, more so in the shortest dated terms (see
Chart 24). Thus, compared with the levels seen
in September, reductions which diminished in
size the longer the maturity took place, between
150 basis points for overnight operations and
60 basis points for the 12-month term. These
movements led to a most considerable reduc-
tion in the negative slope of this market’s yield
curve, moving it to take up a slightly positive
slope at the end of the year, with rates ranging
from 3 % to 3.4 % for the overnight and one-
month maturities, respectively. The fall in inter-
bank market yields, combined with the lesser
decline in interest rates in Germany, translated
into a narrowing of the three-month peseta
spread from 0.8 percentage points in Septem-
ber to a level of virtually zero at the starting
date of EMU. To date in January, and as men-
tioned in section 3.2 of this report, interbank
rates in the euro area (EURIBOR) have fallen
further compared with December, standing at
CHART 24
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the time of this report going to press at levels
slightly higher than that of the ECB weekly inter-
vention rate, which has held unchanged at 3% .
Yields on the secondary market for book-en-
try debt continued on the declining path they
had been following throughout the year during
the last quarter of 1998. Over the quarter as a
whole, the cumulative reduction totalled 50 ba-
sis points for three-and five-year bonds and
around 35 basis points for the 10-, 15- and 30-
year bonds. So far in January the decline in
yields has continued, more sharply so in the
longer dated terms. Following these cuts, and
at the time of this report going to press, yields
on this market stand at between 2.9 % and
4.7% for the three-year and 30-year maturities,
respectively. Hence, the debt market yield
curve (the zero-coupon curve) has seen a re-
duction in its level and the negative slope it
showed up until the two-year maturity has dis-
appeared (see Chart 25). This has, in turn, en-
abled the long-term yield spread over Germany
CHART 26
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to narrow during the quarter, from 40 basis
points to its current level, at slightly below 20
basis points.
Turning to the secondary markets for book-
entry debt, the pick-up on stock markets has
prompted a most considerable decline in traded
volumes, countering the high growth observed
in the two previous quarters. Traded volumes
thus fell by 15 %, as a result of the strong de-
cline in operations with medium- and long-term
debt (–18.4 %), which was marginally offset by
the increase in Treasury bill trades. As to
agents, both activity with non-market members
and that involving market-members contracted
considerably.
In line with developments on the secondary
market for debt, rates at issue on government
securities on the primary market fell appreciably
in the final quarter of 1998. The marginal rate at
issue on Treasury bills declined by between 60
and 100 basis points in the case of six- and 18-
month bills, respectively, and the related rates
on three-, five-, ten- and 15-year bonds fell by
around 40 basis points, while the rate on 30-
year bonds rose marginally. These reductions
have continued in the tenders of medium- and
long-term debt in January, while there has been
a minimal rise in those relating to Treasury bills.
The marginal rate at issue currently stands at
around 2.9 % for the various segments of the
market for bills, and between 3.2 % and 4.8 %
for the 3- and 30-year bonds, respectively.
There was a negative net issue both for Trea-
sury bills and for medium- and long-term debt
for a total amount of PTA 1,830 billion.
Notable on the primary market for private se-
curities is the differing behaviour between fixed-
income and variable-yield issues. On the infor-
mation available to November, net fixed-income
issues resumed the levels of the first half of the
year, after having declined in the third quarter.
The net issue exceeded PTA 200 billion, this re-
sulting from the issues by the non-financial
firms sector (PTA 375 billion) and the negative
net issue by the remaining sectors, credit insti-
tutions and non-residents. Equity issues held at
a similar level to that of the preceding quarter,
with net placements of around PTA 40 billion.
The futures and options markets saw a con-
siderable fall in their traded volumes (–20 %) as
a result of the heavy decline on futures markets
and of the more moderate fall in the volume of
trading on the options market. Except for the
IBEX35-linked contracts, which held at similar
levels to those of the third quarter, the average
number of contracts entered into in the period
October-December fell sharply.
CHART 28
Monetary and credit aggregates:
12-month growth rates (a)
Source: Banco de España.
(a) Year-on-year rate, original series.
(b) ALP plus fixed-income mutual funds less securities is-
sued by general government belonging to ALP.
( c ) Domestic lending to households and firms plus com-
mercial paper and foreign direct financing.
( d ) Domestic lending to general government plus outright
debt held by the public.
( e ) Domestic lending to general government plus outright
debt held by the public and foreign direct financing.
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As regards developments on the secondary
markets for equity, and following the strong in-
stability and the fall in prices in the previous
quarter, interest rate reductions in Europe and
the United States were conducive to the recov-
ery of stock prices up to the levels prior to the
stock market collapse. This rally came about
against a background of some volatility, as a re-
sult of profit-taking over the course of the quar-
ter. This has meant that average traded vol-
umes on the secondary markets for equity dur-
ing the period October-December have held at
similar levels to those of the previous quarter,
with such levels appreciably down on those of
the first half of 1998.
The Madrid Stock Exchange general index,
after recording an annual low at the beginning
of October, rose by 35 % in this quarter, on a
similar trend to that recorded from the begin-
ning of the year (see Chart 26). This rising
trend continued during the first week of Jan-
uary, following the start of Monetary Union.
Subsequently, however, as a result of the
Brazilian crisis, there was a sizeable down-
ward correction in prices. Finally, in the days
before this Bulletin went to press, the an-
ouncement of the merger between Banco de
Santander and Banco Central Hispano
prompted an appreciable recovery in price
l e v e l s .
The downward course of yields on money
and government debt markets allowed bank
and savings-bank synthetic lending and borrow-
ing rates to resume a falling path, after this pro-
cess had been slightly checked in the previous
quarter (see Chart 27). On the information
available to December, the rates on lending op-
erations have undergone cumulative declines
during the period of 65 basis points, with a
greater fall in operations extended at a fixed
rate than those at a floating rate. Rates on bor-
rowing operations underwent a substantially
greater reduction than that in the period July-
September, with a cumulative fall of 50 basis
points. This was the result of a sizeable cut of
145 basis points in the repo rate and a some-
what more moderate cut of 47 basis points in
the case of time deposits; the related rates on
saving and sight deposits remained unchanged.
The fall in the rates both for remunerating liabil-
TABLE 8
Monetary and credit aggregates (a)
MONETARY AGGREGATES:
ALPF 9.3 9.0 9.3 7.9 7.0 7.3 6.2 6.5
ALP 5.3 4.7 5.5 3.7 3.1 1.8 –0.2 1.0
M3 2.3 2.7 3.1 3.5 3.5 2.7 1.4 1.4
M2 10.8 10.4 11.5 11.0 10.8 10.8 10.1 13.7
M1 12.5 10.9 12.6 12.4 11.4 12.2 10.9 15.5
CREDIT AGGREGATES:
Financing to general government
and households and firms 9.9 10.0 10.6 10.1 10.1 10.1 10.1 11.2
Financing to general government (b) 10.7 10.3 9.0 6.9 5.0 4.0 3.4 2.2
Domestic lending 4.3 2.1 1.1 –0.3 –4.6 –6.4 –12.0 –14.0
Financing to households and firms (c) 9.4 9.9 11.5 12.1 13.2 13.9 14.2 16.6
Domestic lending 10.3 10.3 12.1 13.1 13.6 13.9 14.0 16.2
MEMORANDUM ITEM:
Outright medium-and long-term debt
held by the public (d) 2 , 7 0 8 2,548 1,742 1,971 1,804 3,133 4,018 3,111
Mutual funds 7,880 8,397 9,110 8,324 9,196 8,450 6,124 6,714
Securities funds 5,940 7,117 8,206 7,652 9,073 9,088 7,147 8,545
Money market funds 1,940 1,280 904 672 123 –638 –1,023 –1,831
Source: Banco de España.
(a) Four-quarter rate of change of end-quarter series, except mutual funds and debt portfolio, which reflect year-on-year changes in bil-
lions of pesetas.
(b) Domestic lending plus outright medium- and long-term debt held by the public plus foreign direct financing.
(c) Domestic lending plus commercial paper plus foreign direct lending.
QIIIQIIQ I
1997
Q IV Q I Q II
1998
Q III Q IV
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ities and for lending operations was slightly
greater at banks than at savings banks.
In the last quarter of the year there has been
a certain acceleration in the growth rates of
both the broad and narrow monetary aggre-
gates compared with previous months. Behind
this behaviour, perhaps, is agents’ preference
to have a portion of their wealth in more liquid
positions. Thus, the absence of inflationary
pressures, along with the stock market crisis in
the summer and the fiscal measures approved
by the government (reduction of the tax with-
holding on deposits and favourable treatment
for time deposits at over two years), might be
prompting a change in the general public’s pref-
erences towards deposits. The growth of time
deposits during the quarter, after the decline
seen in recent years, and the sustainedly high
rate of expansion of sight and savings deposits,
appear to confirm these facts. Moreover, the
new tax regime for mutual funds (withholdings
on account for capital gains and the disappear-
ance of the adjustment coefficients) appears to
have affected greatly money market funds. The
net asset value of the latter fell significantly in
December as a result of redemptions made so
as to take advantage of the tax arrangements in
force in 1998.
The foregoing developments have meant
that the disparity between the greater buoyancy
of the narrow monetary aggregates (M1 and
M2) and the slow growth of the traditional broad
aggregates (M3 and ALP) has persisted during
the final quarter of 1998. The aggregate ALPF
has behaved similarly to the rest of the mone-
tary aggregates, exhibiting slightly higher year-
on-year growth during the quarter than in
September. As a result, ALPF has ended 1998
at a rate of 6.5 % year-on-year, a similar rate to
that at the start of the year (see Chart 28 and
Table 8).
Drawing on provisional information from the
CNMV (the Spanish National Securities Market
Commission) for December, it is estimated that
the net asset value of mutual funds increased
by PTA 2,012 billion in the fourth quarter, fol-
lowing their reduction in the period July-
September as a result of the stock market cri-
sis. Shares in money market funds fell by PTA
659 billion, owing essentially to redemptions
made in December in an attempt to take advan-
tage of the tax benefits available to pooled in-
vestment until that month. Once the stock mar-
ket crisis of the previous quarter was behind,
securities funds showed a strong increase in
this period. The net asset value increased by
PTA 2,670 billion, of which PTA 1,460 billion re-
lated to domestic fixed-income funds and the
rest to domestic and international equity funds.
It is estimated that around 30 % of the growth of
the net asset value of these funds is due to the
rise in the price of their component instruments
during this last quarter.
The ALP aggregate expanded in the period
October-December at rates somewhat higher
than in the previous quarter. This placed its
year-on-year growth rate at 1 % in December;
however, that is still two percentage points be-
low the rate posted at the start of the year.
Analysis of the ALP components shows that the
CHART 29
ALPF growth and contributions
Average quarterly data. Year-on-year growth rates
Source: Banco de España.
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higher growth rates of the aggregate during the
quarter were due to the sizeable growth of bank
and savings-bank deposits. The latter exhibited
a growth rate of 7.2 % year-on-year in Decem-
ber, five percentage points up on that at the end
of the previous quarter.
The type-classification of deposits confirms
the foregoing comments. Of note is the consid-
erable moderation of the rates of decline that
time deposits had been showing. These fell in
December to a year-on-year rate of 5.8 %, com-
pared with the contractions of over 10 % they
had been exhibiting since mid-1997. Likewise,
sight and savings deposits continued to run at
very high annual growth rates, standing at
2 4 . 9% and 11 %, respectively, in December.
This has meant that the narrow monetary ag-
gregates remain considerably buoyant, with
year-on-year growth rates for M1 and M2 of
15.5% and 13.7 %, respectively.
As to the remaining ALP components, the
behaviour of short-term government securities
held by the public was similar to that of the pre-
vious quarter. This component thus declined
appreciably in the fourth quarter, by an amount
of PTA 2,290 billion. This was due to the reduc-
tion both in debt repos and in the stock of Trea-
sury bills held by the public, for amounts of PTA
1,942 billion and PTA 348 billion, respectively.
Cash held by the public remained, during the
quarter, on the slowing path it had shown dur-
ing the year. As a result, its year-on-year
growth in December stood at 0.7 %.
With regard to the counterparts of ALP, the
growth rate of domestic credit to households
and firms increased in relation to the third quar-
ter, rising to 16.2 % year-on-year in December.
That signifies an increase of three percentage
points since the start of the year (see Chart
29). These data show that the reductions in in-
terest rates are having a clearly expansionary
effect on the demand for credit by households
and firms.
On the data available to the third quarter of
the year, analysis of credit extended to the pri-
vate sector according to end-use indicates that
both lending earmarked for productive activities,
which grew during the quarter by 13 %, and that
for consumer finance, which expanded by
23.4%, are sustaining the high growth rates
seen in previous quarters. Among productive
activities, financing to the construction sector
and the services sector has expanded slightly
more than that extended to other productive ac-
tivities. Nonetheless, the credit extended to
these sectors showed, in all cases, rates close
to or above 10 %. Under consumer finance, the
growth of credit for durable goods purchases
was, as in the previous quarter, very high
( 3 7 . 3%), while financing for house purchases
and other ends retained the buoyancy it had
demonstrated throughout the year.
With respect to credit extended to general
government, the period in question saw a fresh
deceleration, with the rate of expansion of this
variable standing at 2.2 % at the end of 1998.
Behind this lay a fresh contraction in financing
extended by resident sectors (PTA –2,430 bil-
lion), which was offset by an increase of PTA
1,217 billion in financing obtained abroad and
by the reduction in the Treasury’s deposit at the
Banco de España for an amount of PTA 1,365
billion. The favourable trend of credit to the pub-
lic sector should be seen in the light of the re-
duction in the budget deficit and, therefore, of
the lower borrowing requirements of this sector.
29.1.1999.
Results of non-financial
firms in 1997 and in
the first three quarters
of 1998(1)
1. INTRODUCTION
This article offers provisional CBA results for
1997 and CBQ results for the first three quar-
ters of 1998. The CBA data confirm, as antici-
pated by the article on the CBQ for the fourth
quarter of 1997 published in the March 1998
Economic bulletin, the recovery in activity in the
period in question, in contrast to the slowdown
detected in 1996 as a whole. This recovery
firmed during the first three quarters of 1998,
with productive activity holding at a good pace,
although it slowed slightly over the year.
Healthy investment and consumption demand
in the domestic and European market continued
to explain the positive trend in activity, despite
signs of a decline in sales to third countries.
What is most notable from a qualitative point of
view, however, given that the firms reporting to
the CBQ are large industrial and services firms,
is that, for the first time, employment grew at
positive rates in the quarterly series in 1998 (in
the CBA employment has been growing at posi-
tive rates since 1995). These developments ex-
plain, to a large extent, the increase in person-
nel costs in the third quarter of 1998, in relation
to the same period of 1997. Compensation per
employee, the other item that affects the path of
this heading, grew in the same period by more
than inflation and at a higher rate than in 1997.
However, as explained below, the restructuring
processes that affect certain large firms, of sin-
gular importance in the total aggregate, contin-
ue to have a large impact on the trend. Experi-
ence shows that the gradual inclusion of small
and medium-sized firms in the 1997 database,
up to its closure at end-1999, will give rise to
higher employment growth rates and a flatten-
ing of the growth in compensation per employ-
ee. These rates will be more in line with what
really happened, since they will correct, at least
partially, the excessive weight that large firms
have in the sample.
As a result of the improvement in productive
activity, the funds generated by the firms’ pro-
ductive activity (gross operating results or sur-
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( 1 ) The data included in this article refer to the firms
that have reported to the Central Balance Sheet Office their
annual data (CBA survey) to October 31st 1998 and quar-
terly data (CBQ survey) to November 18th 1998. In all
5,854 firms collaborated in the CBA survey, accounting for
32.5% of the total GVA of all Spanish non-financial firms.
Likewise, the 735 firms which on average during the first
three quarters reported to the CBQ account for 18.1% of the
GVA generated by all non-financial firms. Besides their dif-
ferent periodicity, the CBA and CBQ differ in that the CBA
data are received with greater delay but are of greater qual-
ity and more detailed than those of the CBQ. Despite these
differences, according to the empirical evidence, the profiles
of the two series link up fairly closely, so that the CBQ data
can be considered a good indication of the main future re-
sults of the CBA.
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1. VALUE OF OUTPUT
(including subsidies)
Of which:
1. Net amount of turnover
and other operating income
2. INPUTS (including taxes)
Of which:
1. Net purchases
2. Other operating costs
S.1. GROSS VALUE ADDED
AT FACTOR COST
3. Personnel costs




6. Corporate income tax
S.3. FUNDS GENERATED FROM OPERATIONS
7. Depreciation and provisions (b)
S.4. TOTAL NET RESULT (% of GVA at factor 
factor cost) (b)
PROFITABILITY RATIOS
R.1. Return on net assets
(before taxes) (b)
R.2. Interest on borrowed funds/
interest-bearing borrowing
R.3. Return on equity
(before taxes) (b)
R.4. Debt ratio
R.5. Financial leverage (before taxes)
(R.1 – R.2) (b)
Source: Banco de España.
(a) All the data in this column have been calculated as the arithmetic mean of the quarterly data.
(b) When calculating these items the effect of balance-sheet restatement under Royal Legislative Decree 7/1996 has been removed in
order to homogenise the series.
TABLE 1
Profit and loss account. Year-on-year performance
(Growth rates of the same firms on the same period a year earlier/
% of GVA at factor cost in the case of the net result)
CBA CBQ
8073/36.5 %7659/36.9 %5854/32.5 % 726/21.1 % 729/20.6 % 723/19.7 % 735/18.1 %










Number of firms / Total national coverage
11.9 5.7 9.6 9.6 6.7 8.3 4.7
11.5 6.6 9.4 9.0 7.2 8.1 5.3
14.1 7.3 11.1 11.8 10.0 10.0 4.0
17.2 6.3 11.2 13.4 10.2 9.7 3.6
9.7 8.7 10.4 10.3 8.5 9.0 6.2
8.1 2.6 6.8 6.7 2.2 5.8 5.9
4.0 4.1 3.3 1.7 3.2 2.2 4.2
13.7 0.7 10.8 12.1 1.3 9.1 7.5
11.0 4.2 16.3 15.6 13.3 19.4 2.0
–0.6 –13.3 –14.3 –1.5 –11.9 –14.7 –9.6
4.6 10.2 23.0 16.9 5.6 19.3 13.1
22.7 4.7 17.5 18.8 7.7 16.5 10.0
3.6 –3.9 16.9 2.5 3.9 4.6 –2.8
7.4 10.9 15.9 10.6 12.9 19.6 23.6
8.0 8.5 10.4 8.9 8.9 11.0 12.5
9.0 8.0 6.8 9.0 8.3 7.3 6.2
7.1 8.9 12.9 8.8 9.4 13.6 16.4
45.6 42.5 40.8 46.5 42.9 40.7 38.2
–1.0 0.5 3.6 –0.1 0.6 3.7 6.3
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CHART 1
Non-financial firms reporting to the Central Balance Sheet Office(a)
Source: Banco de España.
(a) Information available to November 18th 1998 (CBA and CBQ).
(b) The 1993, 1994, 1995, 1996 and 1997 data are based on information from the firms included in the annual survey (CBA) and the
average of the four quarters of each year in relation to the previous year (CBQ).
(c) Average of the four quarters of 1998 in relation to the same period in 1997.
CBA/CBQ CBQ






























































































































































































plus) increased in 1997, as did the net income
and receipts generated by the other items of the
profit and loss account (see Box 3). This situa-
tion was sustained, with some moderation,
throughout the first nine months of 1998, but it
should be noted that this is in comparison with
the first nine months of 1997, when there was a
sharp recovery, and that it coincides with a sce-
nario of stable prices. The decline in financial
costs (which have been falling since 1995),
stemming mainly from the favourable trend in
interest rates, is still one of the main reasons for
the change in the balances obtained after the
operating surplus. The ultimate consequence of
the above-mentioned trend was an across-the-
board increase in the profitability of the firms in
the periods analysed and, in the third quarter of
1998, new all-time highs for the financial lever-
age ratio (which measures the combined effect
of the return on assets and the cost of financing
liabilities).
Finally, as usual, the 1997 data included in
this article summarise those published in the
monograph Banco de España. Central de Bal-
ances. Resultados anuales de las empresas no
financieras, 1997of November 1998. This pub-
lication includes an extensive methodological
note, business analysis tables (Chapter II),
general economic analysis tables (Chapter III)
and other special Central Balance Sheet Of-
f i c e(2) analyses. The current edition has two
new features: a) the tables in Chapter III.B,
which are a first approximation to the combined
accounts and balance sheets of the non-finan-
cial firm sector as a whole for the period 1994-
1996, an extrapolation as part of the prepara-
tion of the financial accounts under the Euro-
pean System of Accounts (ESA 95), and which,
although at a preliminary stage, is a new statis-
tical source, and b) publication of the said
monograph on CD-ROM, as well as in the tradi-
tional form. TheCD-ROM also includes: 1)
more details than in the conventional edition on
aggregates, by sector, ownership status and
size; 2) tools to facilitate analysis of the data
and, finally, 3) two benefits exclusively for the
reporting firms (1998 electronic questionnaire
and an individual comparative study with the
sector aggregates)( 3 ) .
2. ACTIVITY
The data of the firms reporting to the CBA
confirmed the recovery in activity in 1997, as
anticipated by the CBQ. In 1996 a slowdown in
output growth was detected. This affected gross
value added (GVA) which, in the case of the
firms considered grew by 2.6 %, mainly as a
consequence of the low activity of the first half
of that year. In 1997, the recovery in private
consumption, especially domestic, led to growth
in productive activity of 6.8 % (see Table 1 and
Chart 1), a trend confirmed by the growth de-
tected in purchases and sales in 1997. It was
felt particularly intensely in purchases and sales
i  Spain, which grew significantly more briskly
than in 1996. In the first nine months of 1998
productive activity continued to trend very posi-
tively; GVA rose by 5.8 %, according to the
CBQ, as against 6.8 % in 1997, according to the
CBA (very similar rates if the downward bias of
the CBQ, evident in Table 1, is taken into ac-
count). If the data of the electricity sector,
whose value added is affected – as mentioned
in previous quarterly articles – by changes
stemming from tariff reductions and more ex-
pensive inputs as a result of decisions relating
to national coal consumption, are excluded,
GVA grew by 8.8 % in the first three quarters of
1998, against 9.2 % in 1997. In any event, pro-
ductive activity in all the firms continued to grow
at a strong rate in 1998 consolidating the 1997
trend. This outturn is based on the healthy be-
haviour of domestic demand and can be expect-
ed to continue in the near future to the extent
that the financial disturbances of recent months
continue to die down or, at least, do not worsen.
By sector of activity (Table 2.a), growth in
1997 is seen to have been across-the-board,
with the exception of the electricity sector. In
1998, however, the growth of GVA in the dis-
tributive sector stands out (12.2 %, as against
8.8 % in 1997), the best evidence of the vigour
of the expansion in the domestic demand for
consumer goods. In the rest of the sectors, with
the exception of electricity – whose peculiar
course over recent months has been referred to
above – GVA continued to grow at high rates,
albeit below those of 1997.
The manufacturing industry (see Box 2) was
affected in the third quarter of 1998 by the lesser
buoyancy in the market for capital goods as well
as by the fall in industrial prices (in intermediate
goods and equipment). The transport and com-
munications sector also grew at slightly more
moderate rates than in 1997, when its GVA grew
by 8.7 %, a higher rate than in the first three
quarters of 1998 (when it reached 6%). Mean-
while, there is some evidence of the effects on
the sample non-financial firms, of the crisis in
some international economies during 1998
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(2) These include those carried out in collaboration with
other European central balance sheet offices (the Bach pro-
ject) and with the Spanish Mercantile Registries. The latter
have enabled a data base consisting of a large number of
small firms to be created (see Box 1).
(3) During 1998 software enabling the annual question-
naire to be completed on diskette (the “electronic question-
naire”) was made available to large firms. Of the firms invit-
ed to collaborate in this way 50 % have done so, thereby
obtaining the benefits of validation of the data included on
the diskette and the reduction to a minimum of revisions af-
ter the completed questionnaire has been sent to the cen-
tral balance sheet office.
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BOX 1
Results of small firms
As in the January 1998 Economic Bulletin, coinciding with
the release of the 1997 Central Balance Sheet Office annual
monograph, this box analyses the chapter on the performance
and results of firms with less than 50 workers (small firms, ac-
cording to the European definition), which summarises the in-
formation contained in the Central Balance Sheet Office data
base of data obtained from Mercantile Registries (CBBE/RM).
Although this data base lacks the detail of the annual (CBA)
data base, it does enable valid conclusions to be drawn regard-
ing trends in the main magnitudes of the aggregate profit and
loss account, and certain details of the balance sheets, due to
the significant number of firms it includes. As at the date of this
article, it includes data on 172,053 firms for 1996 (covering
10.5 % of the GVA of all non-financial firms), and 46,559 for
1997 (which represent 2.7 % of said GVA)(1). The CBB data
display similar profiles to the CBA and CBQ data, although with
steeper slopes in the paths of its main aggregate variables (see
charts).
In 1997, the aggregate GVA of the firms grew in nominal
terms by 9.1 %, as against 6.4 % in 1996. The expansionary
path of output seen in 1994 and in 1995 was thus resumed. By
major groups of activity the increase was across-the-board, al-
though in the retail and hotel and catering sectors the rates in
1997 were similar to those of the previous year, as a conse-
quence of the high level of activity recorded in 1996 (in fact,
these were the only sectors to increase their level of activity in
1996).
If employment is analysed(2), it can be seen that for the
fourth year running there was a net increase in average staffing
levels, the increase being larger in 1997 than in previous years.
By sector, the firms in the manufacturing, construction and ho-
tel and catering industries were those which, in comparison
with the previous year, increased the rate of generation of em-
ployment. Average wages and salaries, in line with the decline
in inflation, grew by 1.7 %, against 2.2 % in 1996. By sector, it
was precisely in those sectors in which the increases in staffing
were largest, that the lowest rates of growth in average wages
were recorded. Hiring (and, consequently, the change in the ra-
tio of temporary to total employment) had a significant impact
on the containment of average personnel costs.
Despite the increase in personnel costs (8.3 %), the gross
operating result, or gross surplus, grew at a much higher rate
than in 1996 (11.2 %, against 3.7 %), clearly manifesting the
recovery in productive activity mentioned above. The succes-
sive reductions in interest rates in 1997 were reflected in the fi-
nancial costs of firms, which fell by somewhat more than 11 %,
permitting the funds generated by the firms to grow by 18 %.
Finally, as a consequence of this behaviour in these variables,
the net result obtained, in percentage terms, reached 10.5 % of
GVA (the highest percentage in the whole CBB series), and the
profitability ratios rose sharply. The return on equity (R.3) (the
only profitability ratio whose definition is comparable to the
CBA ratios) grew by somewhat more than two percentage
points in 1997, from 8.8 % in 1996 to 11.1 % in 1997, with
growth across all the major activity and size groupings.
It was thus confirmed that the performance of this particu-
larly high number of small firms displays similar profiles to
those deduced from the two alternative data bases. In 1997,
this involved positive trends for activity and margins. The in-
creases in employment, and especially in profitability, have also
firmed, providing an additional confirmation of the current good
health of the firms and, in short, of the Spanish economy.
(1) Nonetheless, its coverage in the national sphere (small firms) is
very high, reaching 30.3 % in 1996.
(2) This heading has been studied only on the basis of those firms
that submit consistent information on the number of workers and person-
nel costs (22,612 firms in the case of 1997).
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S o u r c e :Banco de España.
( a ) Data available to November 18th 1998 (CBA and CBB).
( b ) In the case of the Employment and Compensation per employee
charts, the data correspond to the sub-group of firms reporting consistent
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(Table 3 shows the fall in the percentage of sales
and purchases to/from countries outside the EU).
When analysing the information contained in
Chart 2, which classifies the firms according to
the growth in their GVA, the existence of a slight
moderation in the growth of productive activity in
1998, compared with 1997, is confirmed. Thus,
the GVA of 68.7 % of the firms rose in the third
quarter of 1997, as against 67.5 % of firms in
the same quarter of 1998. This circumstance is
more clearly illustrated by the percentage of
firms with increases in GVA of more than 20 %;
while in the third quarter of 1997 35.6 % of the
firms came within this bracket, in the same peri-
od of 1998 the percentage fell to 31.5% .
3. PERSONNEL COSTS, EMPLOYMENT AND
COMPENSATION PER EMPLOYEE (4)
Since 1995, employment in firms reporting to
the CBA has trended positively. Unlike in the
Total








BREAKDOWN OF ACTIVITIES BEST








Source: Banco de España.
(a) All the data in these columns have been calculated as the arithmetic mean of the quarterly data.
TABLE 2.a
Value added, employees, personnel costs and compensation per employee
Breakdown by size, ownership status and main activity of firms



















Personnel costsEmployees(average for period)
Compensation
per employee
CBA CBQCBA CBQ CBA CBQ
2.6 6.8 5.8 5.9 0.9 1.2 –0.6 0.9 4.1 3.3 2.2 4.2 3.2 2.1 2.9 3.2
2.0 9.2 9.1 8.8 1.2 1.3 –0.4 1.5 4.3 3.6 2.5 4.4 3.1 2.3 3.0 3.2
4.5 7.8 — — 1.9 3.5 — — 5.1 6.3 — — 3.1 2.7 — —
3.4 9.7 7.5 7.8 2.2 3.4 0.2 3.0 5.1 6.1 4.1 7.6 2.8 2.6 3.9 4.5
2.4 6.4 5.6 5.6 0.6 0.7 –0.8 0.5 3.9 2.8 1.9 3.5 3.3 2.1 2.7 3.1
0.2 –0.4 –0.1 7.4 –2.8 –3.7 –2.9 0.6 2.7 –0.5 –1.4 4.6 5.7 3.3 1.5 4.0
3.9 8.8 8.2 5.7 2.3 2.5 0.4 1.0 4.8 4.5 3.9 4.1 2.4 2.0 3.5 3.0
–1.1 11.4 14.1 10.3 –0.8 0.7 0.7 1.8 3.7 3.9 2.9 5.3 4.5 3.1 2.3 3.4
6.0 –4.6 –4.3 –3.2 –4.1 –1.6 –2.8 –4.6 1.8 –0.6 –0.2 0.4 6.1 1.1 2.7 5.3
5.7 8.8 8.3 12.2 5.4 2.6 0.1 3.3 7.4 4.5 2.8 6.1 1.9 1.9 2.7 2.7
3.1 8.7 6.5 6.0 –1.6 –1.6 –2.4 –1.6 3.0 1.9 1.5 2.4 4.7 3.6 4.0 4.1
Number of firms 735 442 294
Personnel costs
Initial situation QI-III 1997
(billions of pesetas) 2,208.7 867.2 1,343.6
Rate QI-III 98 / QI-III 97 4 . 2 9 . 6 0 . 6
Average compensation
Initial situation QI-III 1997
(thousands of pesetas) 4 , 2 3 6 . 5 3 , 8 0 9 . 5 4 , 5 7 4 . 7
Rate QI-III 98 / QI-III 97 3.2 1.6 5.4
Number of employees
Initial situation QI-III 1997
( t h o u s a n d s ) 5 2 1 2 2 8 2 9 4
Rate QI-III 98 / QI-III 97 0.9 7.9 –4.6
Permanent
Initial situation QI-III 1997
( t h o u s a n d s ) 4 6 1 1 8 6 2 7 5
Rate QI-III 98 / QI-III 97 –0.2 4.9 –3.7
Non-permanent
Initial situation QI-III 1997
( t h o u s a n d s ) 6 0 4 1 1 9
Rate QI-III 98 / QI-III 97 9.3 21.2 –18.6
Source: Banco de España.
TABLE 2.b
Employment and personnel costs












(4) The employment data, which do not appear in the ac-
counts, are edited firm by firm and compared with the person-
nel costs of the quarter, with the data of previous quarters
and with the data declared by the firms themselves in the an-
nual survey to ensure consistency, insofar as this is possible
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case of the other variables, this development
was not anticipated by the CBQ. As already
mentioned on many occasions, the firms of the
latter data base are large, industrial and ser-
vices firms and, in certain important cases, still
involved in staff restructuring processes. Pre-
cisely for this reason, the employment creation
detected in the CBQ in the first three quarters of
1998 is especially significant. In 1997 as a
whole, for the third year running the CBA data
show a net increase in employment, of 1.2 %,
stemming mainly from temporary employment,
which grew by almost 4 % in 1997, as against a
0.6 % rise in permanent employment. The aver-
age increase in average staff levels was greater
in medium and small firms than in large
firms(5). Hence the relevance of the CBQ data
for the first three quarters of 1998, showing a
net increase in employment of 0.9 %, with re-
spect to the same period a year earlier. As in
the first three quarters of 1997, this increase
was largely in temporary employment, which
grew by 9.3 %, while permanent employment
continued to grow at a negative rate, of –0.2 %.
As regards sectors, the rises in employment in
the distributive trade, with increases of 2.6 % in
1997 and 3.3 % to the third quarter of 1998, and
in manufacturing, which increased its employ-
ment by 0.7 % in 1997 and by 1.8 % in the first
nine months of 1998, stand out. These are also
precisely the two sectors that recorded the
fastest growth of GVA. The “electricity, water
nd gas production sector” and the “transport,
storage and communications sector”, both in the
midst of deregulation, continue to record falls in
average employment, owing to the labour re-
structuring associated with these changes.
These employment developments partly ex-
plain the changes in personnel costs which, in
1997, grew at a rate of 3.3 % (see Table 1), sig-
nificantly more slowly than in 1996 (4.1 %). This
trend was not sustained over the first nine
months of 1998, when personnel costs grew by
4.2 %, as a result of the increase in employ-
ment mentioned above, and the slight upturn in
average compensation. In 1997, average com-
pensation moderated significantly with respect















Source: Banco de España
(a) All the data in these columns have been calculated as the arithmetic mean of the relevant quarters, including the figure for the total
number of firms.
TABLE 3
Purchases and turnover of firms reporting data on purchasing sources
and sales destinations
CBA C B Q
1996 1 9 9 7 QI-IV 97/QI-IV 96 (a)QI-III 98/IQI-III 97 (a)
7,659 5,854 723 735
7,659 5,854 679 691
100.0 100.0 100.0 100.0
65.9 64.5 62.7 66.4
34.1 35.5 37.3 33.6
22.7 23.0 20.1 25.5
11.4 12.5 17.2 8.1
100.0 100.0 100.0 100.0
80.1 80.0 85.5 85.1
19.9 20.0 14.5 14.9
14.7 15.0 9.9 11.3
5.2 5.0 4.6 3.6
% % % %
(5) For the presentation of the 1997 annual results, the
criteria for categorising firms by size (small, medium and
large) have been revised, to adapt them to EC Recommen-
dation 96/280/EC, with the nuances and results highlighted
in Box 1 (recuadro 1)of the annual monograph. The same
size-classification criteria have been used for this article
(the basic criterion used is employment: small firms, less
than 50 employees; medium, between 50 and 250; large,
more than 250).
3.2% in 1996. In the first nine months of 1998,
as anticipated above, compensation per em-
ployee grew by 3.2 %. This meant that the dif-
ferential with respect to the inflation rate, which
had practically disappeared in 1997, widened
again. Nonetheless, as two samples of firms
with different characteristics are being com-
pared, it is likely that the rate recorded by the
CBQ for 1998 will be revised downwards when
the annual CBA data become available, owing
to the incorporation of small and medium firms.
Table 2.b, which gives figures for the firms
that have generated employment and for those
which have reduced their staff, seems to con-
firm this observation. It can be seen that the
442 firms which, in the third quarter of 1998, in-
creased or did not change their average staff
levels, recorded a well-below-average rise in
average compensation of 1.6 %, the same as
the rate of inflation to September 1998. This
can be explained basically by the lower cost of
the newly hired workers, on whom the impact of
wage moderation is greatest. By contrast, the
294 firms which reduced their average employ-
ment levels, recorded a rise in average com-
pensation of 5.4 %, basically owing to the costs
associated with dismissals. If we consider all
the firms reporting to the CBQ, the type of em-
ployment responsible for the rise in total em-
ployment continues to be temporary employ-
ment, although it is notable that, in the firms
with net increases in employment, the perma-
nent staff have grown by almost 5 %. As re-
gards sectors, the conclusions are similar to
those already stated. In the third quarter of
1998 the employment-creating sectors (espe-
cially the distributive trade) recorded more mod-
erate rates of growth of average compensation.
By contrast, in those sectors in which jobs con-
tinued to be lost, well-above-average increases
in compensation per employee continued to be
recorded, owing to the additional costs associ-
ated with staff restructuring.
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S o u r c e :Banco de España.
CHART 2
Distribution of firms by rate of change in GVA at factor
c o s t (QIII 98/QIII 97, QIII 97/QIII 96)
( C B Q )
Class marks (or intervals) of the rate





QIII 97/ QIII 96











F a l l i n g
Constant or rising
Average number of employees
F a l l i n g
Constant or rising
Average compensation (relative to inflation)( b )
Lower growth
Higher or same growth
Source: Banco de España.
(a) Arithmetic mean of the four quarters.
(b) Twelve-month percentage change in the CPI.
TABLE 4
Personnel costs, employees and average compensation
% of firms in specific situations
1995 1996 1 9 9 7 QI-IV 96 (a)QI-IV 97 (a) QIII 98
CBA CBQ
8,073 7,659 5,854 729 723 567
100.0 100.0 100.0 100.0 100.0 100.0
24.5 26.2 24.1 31.5 30.8 26.1
75.5 73.8 75.9 68.5 69.2 73.9
100.0 100.0 100.0 100.0 100.0 100.0
31.4 32.7 28.4 54.0 49.8 39.9
68.6 67.3 71.6 46.0 50.2 60.1
100.0 100.0 100,. 100.0 100,.0 100.0
51.3 48.3 43.5 43.7 40.6 39.1
48.7 51.7 56.5 56.3 59.4 60.9
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BOX 2
Performance of the manufacturing firms which report to the Central Balance Sheet Office
The importance and representativeness of
manufacturing industry, both in the CBA and in
the CBQ, justify its now customary separate
treatment in this box. Activity in the manufactur-
ing sector recovered strongly in 1997, as reflect-
ed in the substantial increase in its GVA (11.4% ) ,
which in 1996 fell by –1.1 %. As already men-
tioned throughout this article, this spectacular
change was caused by the improvement in do-
mestic consumption and capital investment, the
effects of which were felt throughout the manu-
facturing sector, but especially in oil refining,
helped by the fall in crude oil prices, and in trans-
port materials, where the Prever Plan prompted a
strong increase in demand. In 1998, the quarterly
data show that significant levels of activity were
sustained, although slightly below those of 1997,
with a certain moderation in growth. Notable for
their growth in the latter period, at rates well
above the average for the manufacturing sector
as a whole, were oil refining, transport materials
and electrical, electronic and optical material and
equipment.
Personnel costs rose by 5.3 % in the first
three quarters of 1998, as against 3.9 cent in
1997 as a whole. This is compatible with growth
in employment and average compensation sta-
bilising at above 3 % in the two periods anal-
ysed, i.e. between one and one-and-a-half per-
centage points above inflation. In the first nine
months of 1998 average staffing levels rose in
the different groupings which make up the sec-
tor, especially in the electrical, electronic and
optical material and equipment industry, and in
the glass, ceramic and metal conversion indus-
t r i e s .
The recovery in business activity in 1997 bol-
stered the growth in the gross operating result,
which rose by 23.5 % in 1997 and firmed in 1998,
when the surplus continued to grow at a good rate
(17.3 %). As in the case of the firms reporting to
the CBQ as a whole, financial costs continued to
fall, leading to a spectacular increase in funds
generated in 1997 (28.5 %) and in the first three
quarters of 1998 (16.8 %). In this setting, the
good expectations and slight reduction in depre-
ciation and provisions have enabled growing
profitability ratios to be generated (the return on
net assets reached 11.5 % in 1997 and 16.4 % in
the first nine months of 1998). This, together with
the reduction in the cost of borrowing, has pro-
duced the highest financial leverage recorded in
the whole series. Once more, the healthy eco-
nomic and financial position of the sector, and its
excellent condition to take full advantage of the
opening up of increasingly globalised and com-
petitive markets, is clearly apparent.
S o u r c e :Banco de España.
( a ) Information available to November 18th 1998 (CBA and
C B Q ) .









































































% OF GDP OF TOTAL MANUFACTURING FIRMS
CBA




3,123 3,241 3,1013,011 2,442
CBA
CBQ
33.0 37.4 39.0 36.5 31.4
CBQ
Performance of the manufacturing firms which
report to the Central Balance Sheet Office (a)
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Finally, Table 4, in which all the firms in the
sample are given the same weight, shows that
the percentage of firms which created employ-
ment in the third quarter of 1998 rose by 10 per-
centage points (to 60.1 %) from the same peri-
od of 1997 (50.2 %). CBA data, likewise, show
a significant increase in the number of firms
creating employment, to 71.6 % of the sample
in 1997. This percentage is notably higher than
that in the sample used by the CBQ, owing to
the inclusion of small and medium firms not in-
cluded in the quarterly sample. Table 4 also re-
veals the rigidity of average compensation in
the third quarter of 1998; the percentage of
firms recording in that period growth in average
compensation at rates equal to or higher than
inflation held at around 60 %, similar to the
1997 CBQ figure.
4 . RESULTS, MARGINS AND PROFITABILITY
According to the CBA, the recovery in activi-
ty in 1997, together with the greater moderation
in personnel costs, enabled the gross operating
result, or surplus, to grow by 10.8 % (see Table
5), a significantly higher rate than in 1996
(0.7%). If the continuing positive trend in finan-
cial expenses (down 14.3 %) is also taken into
account, then this explains the 17.5 % increase
in funds generated from operations (a return to
the double-digit growth in the annual sample of
1994 and 1995). As already made clear above,
productive activity held at a good pace in 1998
(although it was more moderate than in 1997).
This, in combination with the slight upturn in
personnel costs led to a reduction in the growth
in the gross operating result to 7.5 %, three per-
Total








BREAKDOWN OF ACTIVITIES BEST








Source: Banco de España.
(a) When calculating the data in these columns the effect of the balance-sheet restatement under Royal Legislative Decree 7/1996 has
been removed in order to homogenise the series.
(b) All the data in these columns have been calculated as the arithmetic mean of the quarterly data.
(c) Meaningless rate.
TABLE 5
Gross operating result, funds generated, return on assets and leverage
Breakdown by size, ownership status and main activity of firms



















Funds generated Return on assets(R.1) (a) Leverage (a)
CBA CBQ CBA CBQ CBA CBQ
0.7 10.8 9.1 7.5 4.7 17.5 16.5 10.0 8.5 10.4 11.0 12.5 0.5 3.6 3.7 6.3
–1.4 17.6 17.1 13.9 2.5 23.8 22.4 14.1 8.0 10.5 10.8 12.6 –0.2 3.4 3.4 6.3
3.6 10.2 — — 5.3 16.3 — — 12.8 13.5 — — 1.7 4.7 — —
0.8 15.4 12.3 8.5 7.1 20.3 15.1 11.5 11.6 13.8 11.0 11.9 2.3 6.5 3.8 6.0
0.6 10.4 8.8 7.4 4.4 17.2 16.7 9.8 8.0 10.0 11.0 12.6 0.2 3.3 3.7 6.4
–2.1 –0.2 2.0 15.5 7.5 7.3 10.5 75.5(c) 5.5 5.6 8.0 5.6 –2.1 –0.8 1.5 0.4
2.7 13.6 11.7 6.9 2.9 19.6 18.6 7.5 11.3 12.7 12.3 13.8 2.8 5.7 4.7 7.5
–8.1 23.5 33.1 17.3 –5.7 28.5 47.3 16.8 9.7 11.5 14.3 16.4 1.5 4.7 7.6 11.1
7.4 –5.9 –5.5 –4.2 12.3 0.2 5.5 –2.2 10.2 10.0 11.4 12.4 2.9 4.2 4.4 6.4
3.2 15.3 18.1 20.9 6.5 15.4 15.6 24.2 13.5 14.5 11.7 13.8 4.8 8.0 4.8 7.4
3.2 14.5 10.3 8.6 9.4 21.4 14.5 14.0 6.0 8.3 9.4 10.4 –2.7 0.4 1.5 3.4
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BOX 3
Structure of the profit and loss account
The CBQ quarterly questionnaire is made up of 23 different profit and loss account captions,
compared with the 94 requested in the annual questionnaire (CBA). A summary presentation of
the profit and loss account, like that in Table 1, is appropriate for this article, due to the differ-
ences in detail of the information and the need to link the two sources. The object of this box is
to show, by presenting the structure of the profit and loss account that, for the 5,854 firms which
had, at the time of writing, responded to the CBA, the weight in this account of the captions
which have been omitted (those preceded by the letters a, b, c and d) in order to enable this link
to be made is not significant, and that in no case does their absence preclude or distort the
analysis and comparisons made.
Although full details of these captions can be found in the Central Balance Sheet Office an-
nual monograph, it is perhaps worth detailing the contents of two of them here. The first is cap-
tion “c. Other income included in funds generated”, which basically comprises extraordinary re-
sults, capitalised interest and other revaluations, and ordinary provisions for liabilities and
charges. The other is caption “d. Other income not included in funds generated”, which includes
capital gains and losses, income and expenses relating to other years and deferred results.
Structure of the profit and loss account
1. VALUE OF OUTPUT (including subsidies) 100.0
1. Net amount of turnover and other operating income 119.6
a. Other items –19.6
2. INPUTS (including taxes) 66.3
1. Net purchases 43.1
2. Other operating costs 22.3
b. Other items 0.9
S.1. GROSS VALUE ADDED AT FACTOR COST (1 – 2) 33.7
3. Personnel costs 17.5
S.2. GROSS OPERATING RESULT (S.1. – 3) 16.2
4. Financial revenue 2.5
5. Financial costs 3.4
6. Corporate income tax 1.7
c. Other income included in funds generated 0.1
S.3. FUNDS GENERATED FROM OPERATIONS (S.2. + 4 – 5 – 6 + c) 13.6
7. Depreciation and provisions 11.2
d. Other income not included in funds generated 2.9
S.4. TOTAL NET RESULT (S.3. – 7 + d) 5.3
e. Proposed distribution of dividends 3.1
f. Retained earnings 2.2
Memorandum item:
S.5. SELF-FINANCING (S.3. – e = f + 7 – d) 10.5
Number of firms / Total national coverage 5854/32.5 %
1997YEAR
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Total firms
R £  0 %
0 % < R £  5 %
5 % < R £  10 %
10 % < R £  15 %




Source: Banco de España.
TABLE 6
Structure of reporting firms’ returns on net assets and on equity
Return on net assets (R.1) Return on equity (R.3)
CBQ
QIII 97 QIII 98 QIII 97 QIII 98
100 100 100 100
17.5 18.9 24.4 23.6
19.4 13.4 13.2 9.2
15.8 13.8 9.6 10.2
12.4 13.1 10.1 7.4
34.9 40.9 42.8 49.6
711 567 711 567
12.8 13.0 16.7 17.3
centage points less than in 1997. Financial
costs sustained their downward path in 1998, at
a rate of –9.6 %. This was less than the previ-
ous year’s fall, given the current levels and the
recourse to foreign borrowing. Specifically:
I-III 98/I-III 97
Change in financial costs –9.6 %
A. Interest on borrowed funds –10.3 %
A.1. Due to the cost (interest rate)–17.8 %
A.2. Due to the amount of
interest-bearing debt 7.5 %
B. Commissions and cash discounts0.7 %
This analysis implies that the reduction in fi-
nancial costs has been due to the fact that the
successive reductions in interest rates have
been passed through to the cost of debt. It also
shows that the sample firms, having spent sev-
eral years reducing their debts and relying on
the self-financing generated by their productive
activity, are now increasing their recourse to ex-
ternal sources of finance, taking advantage of
the low interest rates. The level of capitalisation
achieved by the large domestic firms (as a
result of the high self-financing generated) has
enabled them to finance their investment through
borrowing without increasing their debt ratios, be-
cause their own funds have increased – through
retained earnings – to a greater extent.
As explained above, the reduction in finan-
cial costs enabled funds generated from opera-
tions to rise by 17.5 % in 1997 and by 9.6 % in
the first three quarters of 1998. Finally, “depre-
ciation and provisions” fell slightly in the first
nine months of 1998, basically as a result of de-
preciation. In contrast to its growth in 1997 (in
the form of transfers to provisions for restructur-
ing, coverage of the risk of losses in sub-
sidiaries, etc.), depreciation fell as a conse-
quence of the extension of the useful life of cer-
tain assets of the electricity sector. A net result
of 23.6 % of GVA was thus achieved, signifi-
cantly higher than in 1997(15.9 %).
The returns on net assets and on equity
were both on a rising trend, in 1997 and in the
first three quarters of 1998, in comparison with
the preceding periods, reaching 12.5 % and
16.4 % in 1998, respectively. At the same time,
the cost of debt has been falling continuously
since 1990, reaching the historic low of 6.2 % in
the first nine months of 1998. The result was a
clearly positive financial leverage both in
1997(3.6) and 1998 (6.3). Positive leverage val-
ues were obtained across all of the sectors, es-
pecially in manufacturing and in the distributive
trade, sectors that reflected the recovery and
firming of business activity in 1997 and in the
first nine months of 1998 particularly strongly.
Lastly, if the percentage of firms which, irre-
spective of their size, have seen the largest in-
creases in their profitability is analysed on the
basis of Table 6, it can be seen that there has
been a gradual shift to higher levels of prof-
itability. It is true that the comparison of the third
quarters of 1997 and 1998 shows a stabilisation
in the number of firms posting positive profits.
Yet a significant increase is seen in the number
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of firms reporting profit rates of more than 15 %
(34.9 % in 1997, rising to 40.9 % in the third
quarter of 1998).
5. INVESTMENT AND FINANCING
The above observations for 1997 are based
on Chapter IIof the annual monograph of the
Central Balance Sheet Office, and those relat-
ing to the first three quarters of 1998 on CBQ
data. Both these data bases are used to com-
pile accounting statements and ratios from a
business analysis viewpoint. However, to obtain
balances and aggregates that are useful for
macroeconomic analysis, such as gross saving,
gross capital formation and financing capacity
or borrowing requirements (surplus/deficit) an
accounting framework is needed with a general
economic analysis focus, specific to national
accounts systems, such as that presented in
Table 7. The latter summarises the capital and
financial accounts included in Chapter III.A of
the annual monograph of the Central Balance
Sheet Office. This information can only be com-
piled from the CBA data, the shorter CBQ ques-
tionnaire being insufficiently detailed for these
balances to be obtained.
In 1997, as has been the case since 1994,
non-financial firms as a whole continued to be
net lenders. The strong generation of funds,
1. Capital resources
1. Gross saving
2. Net capital transfersl
2.1. Uses of capital
1. Gross capital formation
1. Gross fixed capital formation
2. Change in stocks
2. Other uses of capital
2.2. Uses of capital: sale of nuclear moratorium rights
3. Financing capacity (+), Borrowing requirements (–) (1 – 2.1 – 2.2 = –4)
4. Net change in liabilities minus net change in assets
1. Securities other than equity
2. Equity capital
3. Credit from credit institutions
4. Credit from abroad
5. Trade credit and credit between other resident sectors
6. Pension funds
7. Other liabilities net of other financial assets
MEMORANDUM ITEM
Investment in tangible fixed assets (a)
Source: Banco de España.
(a) With respect to net tangible fixed assets at the start of the year. This ratio, calculated within the conceptual scope of business ac-
counting, is obtained from the subset of firms with more than 100 employees. The ratio for 1997 has been homogenised by removing the ef-
fect of balance-sheet restatement under Roya Legislative Decree 7/1996.
TABLE 7
Capital and financial flows
(Structure:GVA at market prices = 100)
Structure
8073/36.5 %
1 9 9 5 1 9 9 6 1 9 9 7
7659/36.9 % 5854/32.5 %
1 9 9 5 1 9 9 6 1 9 9 7Data Bases
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mainly due to the increase in gross saving, was
sufficient to finance the year’s investment and
to generate a surplus of 4.8 % of GVA at mar-
ket prices in 1997. Gross capital formation in-
creased, basically as a result of the across-the-
board increases in stocks. The discrepancies
between the path of gross capital formation ac-
cording to the Central Balance Sheet Office
(very strong growth in 1995, a 6.3 % fall in 1996
and rises of around 5 % in 1997) and to the na-
tional aggregate of non-financial firms (less
growth than according to the Central Balance
Sheet Office in 1995 and positive rates of
around 4.8 % and 5.3 % in 1996 and 1997)
must be analysed taking into account the singu-
lar characteristics of the CBA and CBQ firm
samples. Certain sectors are over represented
in the CBQ, such as communications, in which
there has been strong investment in recent
years. Specifically, the firms in the communica-
tions sector reporting to the CBA invested PTA
730 billion in 1995, a figure which rose to PTA
840 billion in 1996 (somewhat more than 9 % of
the total investment by the non-financial firm
sector), 80 % of the total being accounted for by
six firms. In 1997, this item held at PTA 805 bil-
lion, which, although less than in the previous
year, is a clear sign that the investment drive
has been sustained (in 1994 investment totalled
PTA 560 billion in the sector considered). From
1993-1997 the firms of the sector reporting to
the CBA invested PTA 3,500 billion.
The financing capacity generated in 1997
was clearly less than in 1996. However, if the
ale of the rights arising from the nuclear mora-
torium(6) is excluded from the figure for 1996,
this surplus becomes 4.7 % of GVA, practically
the same level as in 1997.
This financing capacity was sufficient to fi-
nance the equity investments made by large
domestic firms in transactions to reorganise
corporate groups and in direct investment in ex-
ternal markets (mainly South America), which
evidence a new external outlook on the part of
Spanish firms. There were also sizeable capital
gains arising from the sale of shares, mainly in
privatisations, in the form of short-term financial
assets (basically deposits). Finally, the strong
increase in 1997 in trade credit – both to clients
and from suppliers – in line with the increase in
productive activity in 1997 discussed above, is
notable.
In conclusion, the financial situation of the
firms at end-1997 was very healthy, gross sav-
ing being the main source of funds and invest-
ent resuming the growth path of 1994 and
1995 which, in the case of the sample firms,
was interrupted in 1996. The scant information
available for these variables for the first three
quarters of 1998 does not indicate any change
in the situation as at end-1997.
27.11.1998.
( 6 ) As a result of this transaction the firms concerned
received more than PTA 700 billion (mainly used to repay
loans from credit institutions).
Is there scope for
inflation differentials
in EMU?
The author of this article is Enrique Alberola
Ila, of the Research Department (1).
1. INTRODUCTION
Economic and Monetary Union (EMU) entails
the de facto disappearance of bilateral ex-
change rates between the participating countries
and the establishment of a single monetary poli-
cy managed by the European Central Bank
(ECB). The independence of the ECB and its
primary objective of price stability mean that the
future European inflation rate can be expected
to be similar to that of the countries that have
historically enjoyed greater monetary stability.
This, moreover, is what the nominal conver-
gence that has taken place in recent years
would suggest.
Nonetheless, the existence of a single mon-
etary policy does not rule out the possibility of
inflation differentials within EMU. EMU elimi-
nates monetary divergences, but this would
only entail a uniform rate of inflation if it is ac-
cepted that inflation is a purely monetary phe-
nomenon. However, even with a common cur-
rency, differences will persist in the economic
structure, growth rate and labour and product
markets of each country. These real factors
have effects on the relative prices between
countries, and may generate lasting inflation dif-
ferentials.
The purpose of this article is to explore the
role that real factors may play and to quantify
the magnitude of the potential inflation differen-
tials between countries within EMU. It must be
emphasised however, that the differentials are
calculated by extrapolating past trends, so that
the significant effects that monetary union may
have on the workings of the national economies
are not taken into account. Consequently, the
estimates presented may be taken as an upper
limit to the differentials that may arise in Stage
Three of EMU.
The following section describes the mecha-
nism whereby inflation differentials may arise
within a monetary union, and afterwards the re-
sults of the estimation are presented. Finally,
the results are briefly interpreted and evaluated
for the case of Spain.
2. SECTORAL PRODUCTIVITY AND
INFLATION DIFFERENTIALS
To explain the real components of inflation,
a brief theoretical digression on the determi-
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(1) This article is a summary of the Banco de España
Working Paper (no. 9823) with the same title, written jointly
with Timo Tyrväinen.
nants of the real exchange rate is useful. The
real exchange rate (rer) is defined (in logarith-
mic terms) as the difference between foreign
prices (p*) and domestic prices (p). Foreign
prices are expressed in domestic currency by
adding to them the logarithm of the nominal ex-
change rate (e):
rer = (p* + e) – p [1]
An increase in rer implies a depreciation of
the real exchange rate, i.e. a fall in the relative
prices of domestic products. It is often assumed
that, in the long run, divergences in prices be-
tween countries are exactly offset by changes
in the nominal exchange rate, in such a way
that the real exchange rate remains constant.
Thus, the currency of a country with a system-
atically higher inflation rate appreciates continu-
ously against those of countries with lower infla-
tion. Note that this argument rules out the pos-
sibility of permanent differences in the inflation
rates of the EMU countries, given the absence
of the nominal exchange rate.
Nonetheless, the hypothesis that the real ex-
change rate is constant in the long run is usual-
ly refuted by empirical evidence(2). The as-
sumption underlying this hypothesis is that
prices are determined exclusively by monetary
factors and that real factors are not relevant,
except in the short run. This view is hardly plau-
sible when we recall that countries grow at dif-
ferent rates, have different productive structures
and that their markets do not work in exactly the
same way. Without doubt monetary factors play
a dominant role in the determination of prices
and the nominal exchange rate, but these real
differences must also affect relative prices be-
tween countries, i.e. the real exchange rate.
This notion has been used in some theoreti-
cal models of the real exchange rate to explain
its long-run trends. Among these, the most well
known proposition is that of Bela Balassa and
Paul Samuelson, based on the idea that tech-
nological progress has different effects on sec-
toral productivity. In particular, their model dis-
tinguishes between two sectors: the tradables
sector (T), consisting mostly of commodities
and manufactures, characterised by its open-
ness to foreign competition, and also by its cap-
ital-intensive production processes; and the
non-tradables sector (NT), consisting mostly of
services, which is less exposed to competition
and tends to be more labour-intensive. The
compensation of each factor depends on its
contribution to the productive process, so that
real wages are determined by the productivity
of labour (the variable prod). If we use wT and
wN T to denote nominal wages in the two sec-
tors, then it follows that relative prices between
the sectors depend on productivity and nominal
wages:
pT = wT – prodT ; pNT = wNT – prodNT [2]
Given, on the assumptions of the model, that
productivity increases are determined by techni-
cal progress, that technology is embedded in
capital and that, as mentioned above, the trad-
ables sector is typically more capital intensive, it
is reasonable to think that productivity growth
will be higher in that sector. If, moreover, labour
is assumed to be mobile, nominal wages will
end to equalise between sectors in the long
run. On these assumptions the above expres-
sion implies the so-called productivity hypothe-
sis, whereby prices in the services sector will
tend to grow more than in the tradables sector:
pNT – pT = prodT – prodNT > 0 [3]
Chart 1 shows, in the first two graphs, sec-
toral productivity in two of the countries consid-
ered: Germany and Spain. It can be seen from
the chart that the productivity hypothesis holds
in both countries, since productivity grows
more, and prices less, in the tradables sector.
However, to derive more precise estimates,
which enable us to make inferences on the di-
vergences in inflation between countries, a
more formal econometric analysis is required,
based on the long-run statistical (cointegration)
relationships between the variables. Moreover,
the econometric specification is based on two
further considerations: first, the theoretical mod-
el – derived in detail in the paper referred to in
footnote 1 – gives rise to a formally more com-
plex relationship between prices and productivi-
ty, which must be verified by the empirical evi-
dence; second, as seen in Chart 1, the be-
haviour of wages does not seem to bear out the
assumption of uniformity, so that in the long-run
statistical analysis sectoral wages are also tak-
en into consideration.
On the basis of these premises, the statisti-
cal analysis reveals a robust long-run relation-
ship between sectoral productivities and prices
for each of the countries. That said, how can
this productivity hypothesis be translated into
inflation differentials between countries?
Starting from the definition of the real ex-
change rate and considering that each coun-
try’s price index is a weighted average of the
prices of tradables and non-tradables, it is sim-
ple to express the real exchange rate in terms
of the sectoral prices in each country:
rer = [p*T + e – pT] + a [ ( p
*
N T – p
*
T) – (pN T – pT) ] [ 4 ]
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(2) See, for example, Rogoff (1996), for a summary of
the evidence and a number of qualifications to this result.
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where a is the proportion of non-tradables,
which is assumed to be the same in each coun-
try. Competition in the tradables sector at the
international level helps ensure that the prices
of these goods, expressed in a common curren-
cy, tend to be the same in each country
(pT =p*T + e). Given, also, that the nominal ex-
change rate is irrevocably fixed in EMU,
changes in the real exchange rate are equiva-
lent to the inflation differential between coun-
tries. This differential can be written as:
D p – D p* = a [ D  ( p r o dT – prod*T) – D (prodN T –
– prod*N T) ] [ 5 ]
Note that the inflation differentials are posi-
tively related to productivity differentials in the
tradables sector, and negatively to those of the
non-tradables sector. The intuitive explanation
of this result is as follows. Nominal wages in
both sectors are determined domestically and, if
they grow at similar rates, the differences in
productivity between sectors will be reflected in
differences in sectoral inflation(3). As seen in
Chart 1, productivity growth tends to be higher
in the tradables sector and, as its prices are de-
termined abroad, these productivity gains will
be reflected, basically, in nominal wages. By
contrast, the non-tradables sector, with its slow-
er productivity growth, can accommodate wage
pressure by increasing its prices. It follows from
all this that the inflation of non-tradables will be
higher in those countries in which the productiv-
ity of tradables grows most and, given that infla-
tion in tradables is the same in all countries,
these countries will have the highest rates of in-
flation in EMU.
3. ESTIMATION OF INFLATION
DIFFERENTIALS
The long-run relationship obtained in the
empirical analysis enables the real component
of inflation differentials to be isolated. Unlike the
monetary component, the real one will not dis-
appear as a consequence of the adoption of a
common currency and monetary policy. Trends
in sectoral productivity and their international
differences thus constitute an indicator of the
potential differences in inflation between the
participating countries. By extrapolating these
trends, on the assumption that the prices of
tradables grow at the same rate in all countries,
an approximation to the differences in inflation
may persist in the euro area can easily be ob-
tained.
Chart 2 shows the results of this exercise.
As can be seen, inflation – calculated in annual
t rms – could vary between the countries signif-
icantly. Finland is the country with the smallest
real component in its inflation (about one per-
centage point below the area average), while
Spain stands out as the country with the most
pronounced inflationary pressures from the real
sector (1.6 % above the average for the area).
Comparing with Germany, it can be seen in
Chart 1 again, that productivity growth in the
non-tradables sector is similar, but that produc-
tivity growth in the tradables sector is rather
higher in the case of Spain. According to the
model, this difference should translate into a
positive potential inflation differential for Spain,
as is in fact the case.
It should be underlined that the resulting
ranking of the countries does not generally cor-
respond to the historical experience in Europe.
A relatively low inflation rate is estimated for
countries with little tradition of price stability
(such as Italy and, in particular, Finland). By
contrast, the Netherlands and Belgium have rel-
atively high inflation rates. The reason, as al-
ready pointed out, is that the exercise focuses
on real factors, in particular on the relationship
between productivity and sectoral prices, ignor-
ing monetary factors, which have dominated
trends in relative prices in the past.
4. FINAL COMMENTS
The empirical support for the productivity hy-
pothesis implies that inflation differentials could
persist after the transition to EMU, as illustrated
by this exercise. Nonetheless, the normative
implications are not obvious and depend on the
interpretation of the results. 
A first interpretation relates these differen-
tials to real convergence. To the extent that
greater growth also involves higher productivity
growth it is to be expected that countries which
grow faster will have higher inflation rates in
EMU. This is clearly an optimistic view of infla-
tion differentials within EMU, since they would
be explained by a desirable process of real con-
vergence(4).
However, there is a more worrying interpreta-
tion. As mentioned above, firms in the non-trad-
ables sector can more readily pass cost increas-
es – in particular, wage increases –through to
prices, giving rise to higher sectoral inflation.
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(3) The divergence in wages observed in the empirical
evidence is not so significant as to change these conclu-
sions.
(4) Note that, in the model, the price of tradables, which
may be considered a measure of competitiveness, is
equalised between countries, so that higher inflation need
not generate competitiveness problems.
At the same time, in some countries, such as
Spain, wage bargaining in each sector is not
independent, so that wage pressures may be
passed through to the tradables sector. In this
case, the productive units of that sector would
lose their external competitiveness and, in the
long run, adjust their workforce, or simply shut
down, thereby increasing apparent productivi-
ty, not for the positive reasons we saw above
but rather owing to an inadequate functioning
of markets.
In fact, recent Spanish experience leads us
to suspect that a significant part of the ob-
served productivity and inflation differentials is
explained by this type of behaviour: lack of
competition in the service sector and labour
market rigidities. That said, EMU might be
conducive to greater price flexibility in labour
and product markets, since agents and regu-
lators are aware that losses of competitive-
ness cannot be offset by devaluations. This
fact may, if this second interpretation is cor-
rect, prompt a change in the behaviour of sec-
toral productivity differentials, so that they
generate lower inflationary pressures than
those reflected in the estimates for the infla-
tion differential in Spain. In any event, it is
clear from this analysis that further structural
reforms are necessary in labour and product
markets to reduce the real costs involved in
the process of adjusting to the new economic
e n v i r o n m e n t .
21.11.1998.
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As a consequence of the start of Stage
Three of Economic and Monetary Union (EMU),
the flow of financial regulations in the fourth
quarter of 1998 has been the largest and most
significant of recent years. As a result of the
volume of regulation, a greater effort has been
made to summarise and sort the new provi-
sions, in order to highlight their most relevant
and novel aspects.
First, five EU regulations which bring into
force certain provisions of the Statute of the Eu-
ropean System of Central Banks (ESCB) and
the European Central Bank (ECB) for the new
stage now commenced are mentioned. Two of
them define and develop the minimum reserves
requirement, which the credit institutions of the
countries that have adopted the single currency
(euro-11) will have to comply with as from the
present month of January. The three other reg-
ulations specify the ECB’s powers to impose
sanctions and to obtain statistical information
both from financial institutions, in general, and
in relation to the consolidated balance sheet of
the monetary financial institutions sector.
With regard to the Banco de España, first
the general clauses that will be applicable to
monetary policy operations carried out in the
exercise of its functions as a member of the
ESCB are highlighted. Mention is then made of
the expansion of the scope of collaboration
o f the Banco de España with the authorities
charged with similar functions in other states.
An extensive commentary is included on the
legislation amending Spanish law to give effect
to the mechanisms for introducing the euro as
single currency, establishing a set of general
rules which complete and facilitate this task, in
accordance with the provisions of Community
law. A number of provisions of lower rank
– closely linked to this process – which imple-
ment and complement the general provisions
have been included in this chapter.
This period has also seen the publication of
the reform of the securities market. Its basic ob-
jective, among other considerations, has been
to incorporate the Community legislation pro-
mulgated in recent years into Spanish law. This
has involved, as in the case of the Second
Banking Directive, the introduction of the “Com-
munity passport” principle or single licence for
investment services firms, which is based on
the harmonisation of the conditions for authori-
sation and pursuit of the business, as well as
the prudential supervision systems. This same
law has been used to reform partially the law
regulating collective investment undertakings
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(CIUs), reinforcing the functions of the National
Securities Market Commission (CNMV), clarify-
ing the rules on investments in derivative instru-
ments and adding new types of institution to
meet the new demands of investors. In the
same area, the regulation of the representatives
of securities-dealer companies, securities agen-
cies and portfolio management companies is
highlighted.
A number of laws affecting different financial
institutions are discussed. The updating of the
law regulating currency-exchange bureaux, coin-
ciding with the expansion of their activity and the
large numbers setting up in Spain in recent
years, is mentioned. The information to be sub-
mitted by mutual guarantee companies (MGCs)
in relation to the funds ratio, their mandatory in-
vestments and the limit on tangible fixed assets
and shares and other equity is mentioned. The
new legal framework for venture capital entities,
which reinforces their work in promoting and fos-
tering small- and medium-sized firms engaged in
activities relating to technological innovation or
the like is also mentioned. Finally, the operating
rules for the new general subsystems of fuel and
travel cheques in the National Electronic Clear-
ing System (SNCE) are alluded to.
In the area of insurance, the regulation im-
plementing the 1995 Private Insurance Law has
been published. Besides incorporating into
Spanish law the Community legislation pending
incorporation, it clarifies and specifies the con-
tent of the law, especially as regards the legal
system for insurance undertakings and their
cross-border activity.
As regards tax, the most important event this
quarter was the reform of personal income tax
(IRPF), centred on the establishment of a per-
sonal and family tax-free allowance (mínimo vi-
tal),which depends on the taxpayer’s personal
and family circumstances. In addition, other tax
measures designed to protect and favour the
family have been introduced and the taxation of
savings has been improved.
The tax on the income of non-residents has
been published. It is characterised as a direct
tax on income obtained within Spain by individ-
uals and entities not resident therein.
The regulations implementing various provi-
sions relating to the obligations of pension
schemes and funds, credit institutions and other
entities engaged in banking or credit activities
to provide information to the tax authorities on
participant agents should also be highlighted. In
particular, new obligations are established to
provide information to the tax authorities on per-
sons authorised to use bank accounts, on
transactions involving financial assets and on
operations to issue, subscribe for and transfer
securities.
Finally, as usual in this period, there is a dis-
cussion of the State Budget. The 1999 budget
incorporates the requirements for stability and
budgetary discipline deriving from adoption of
the euro. Along with the Budget Law, as in pre-
vious years, a number of fiscal, administrative
and social measures have been adopted in or-
der to facilitate the achievement of economic
policy objectives.
2. EUROPEAN CENTRAL BANK:
MINIMUM RESERVES
The start of Stage Three of EMU has in-
volved, among other aspects, the development
and implementation of the provisions laid down
in the Statute of the ESCB and of the ECB.
Specifically, under this Statute, the Governing
Council of the ECB shall define the basis for
minimum reserves that credit institutions of
Member States must hold as from January
1999. The Recommendation of the European
Central Bank for a Council Regulation (EC)
concerning the application of minimum reserves
by the European Central Bank (98/C 246/06)
was submitted by the European Central Bank
on 7 July 1998. Accordingly the Council adopt-
ed Council Regulation (EC) No 2531/98 of 23
November 1998 (OJ of 27 November 1998).
This regulation established the general princi-
ples, the basic aspects and the limits of mini-
mum reserves, which were subsequently devel-
oped by Regulation (EC) NO 2818/98 of the
European Central Bank of 1 December 1998
(OJ of 30 December 1998) on the application of
minimum reserves as from the start of Stage
Three of EMU on 1 January 1999.
The reserve requirement is the requirement
for certain financial institutions to hold minimum
reserves on reserve accounts with the national
central banks, determined in relation to a speci-
fied percentage of their reserve base. As from 1
January 1999, the following credit institutions of
the euro-11 countries shall be subject to re-
serve requirements:
a) Credit institutions (1), other than national
central banks.
b) Branches of credit institutions, including
branches of credit institutions which have
neither their registered office nor their head
office in a euro-11 country.
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(1) Council Directive 77/780/EEC of 12 December 1977
(First Banking Co-ordination Directive) defines a credit insti-
tution as an undertaking whose business is to receive de-
posits or other repayable funds from the public and to grant
credits for its own account. 
The ECB may, on a non-discriminatory ba-
sis, exempt from reserve requirements institu-
tions which are subject to insolvency proceed-
ings or reorganisation measures and institutions
for which the purpose of the ESCB’s minimum
reserve system would not be met by imposing
reserve requirements upon them. In reaching a
decision on any such exemption, the ECB will
take into account one or more of the following
criteria: that the institution is pursuing special-
purpose functions; that the institution is not ex-
ercising active banking functions in competition
with other credit institutions; or that the institu-
tion has all its deposits earmarked for purposes
related to regional and/or international develop-
ment assistance. The ECB will publish a list of
institutions subject to or exempt from reserve
requirements.
Council Regulation (EC) No 2531/98 provides
that reserve ratios which the ECB may specify
shall not exceed 10 % of any relevant liabilities
forming part of the basis for minimum reserves
but may be 0 %. In accordance with these limits,
Regulation (EC) No 2818/98 of the European
Central Bank specifies the reserve ratios which
shall be applied to liabilities included in the re-
serve base. These ratios shall be as follows:
1. A reserve ratio of 0 % shall apply to de-
posits with agreed maturity over 2 years, de-
posits redeemable at notice over 2 years, repur-
chase agreements and debt securities issued
with an agreed maturity over 2 years.
2. A reserve ratio of 2 % shall apply to all
other liabilities included in the reserve base, i.e.
liabilities which do not comply with the afore-
mentioned requirement and liabilities resulting
from the acceptance of repayable funds.
Liabilities which are owed to any other insti-
tution not listed as being exempt from the
ESCB’s minimum reserve system and liabilities
which are owed to the ECB or a national central
bank of the euro-11 countries shall be excluded
from the reserve base.
The amount of minimum reserves to be held
by each institution in respect of a particular
maintenance period shall be calculated by ap-
plying the aforementioned reserve ratios to
each relevant item of the reserve base for that
period. Each institution may deduct an al-
lowance of EUR 100,000 (PTA 16.7 million)
from the amount of the reserve requirement.
An institution shall have complied with its re-
serve requirement if the average end-of-day
balance on its reserve accounts over the main-
tenance period is not less than its reserve re-
quirement. The maintenance period shall be
one month, starting on the 24th calendar day of
each month and ending on the 23rd calendar
day of the following month.
Holdings of required reserves shall be remu-
nerated at the average of the ESCB’s rate
(weighted according to the number of calendar
days) for the main refinancing operations ac-
cording to the formula specified in Regulation
(EC) No 2818/98.
An institution may apply for permission to
hold its minimum reserves indirectly through an
intermediary, which is resident in the same
Member State. The intermediary shall be an in-
stitution subject to reserve requirements which
normally effects part of the administration (e.g.
treasury management) of the institution for
which it is acting as intermediary, beyond the
holding of minimum reserves. The intermediary
shall maintain these minimum reserve holdings
in accordance with the general conditions laid
down in the aforementioned regulations. In the
event of non-compliance, the ECB may impose
any applicable sanctions on the intermediary,
on the institution for which it is acting as inter-
mediary, or on both, in accordance with the lia-
bility for non-compliance. In those cases, and in
other circumstances specified in the regula-
tions, the ECB or the relevant national central
bank may, at any time, withdraw permission to
hold minimum reserves indirectly.
The ECB shall have the right to collect and
verify the information which financial institutions
provide to demonstrate compliance with the
minimum reserves. The ECB may delegate the
xecution of these tasks to the national central
banks.
Regulation (EC) No 2531/98 specifies the
sanctions, which may be imposed in cases of
non-compliance with minimum reserve obliga-
tions. These sanctions may be: a payment of up
to 5 percentage points above the ESCB’s
marginal lending rate; or twice the ESCB’s
marginal lending rate; or the requirement to es-
tablish a non-interest-bearing deposit with the
ECB or the national central banks up to three
times the amount of the minimum reserves.
The first maintenance period started on 1
January 1999 and will end on 23 February
1999. The reserve base of an institution for that
period will be defined in relation to the elements
of its balance sheet at 1 January 1999. The bal-
ance sheet data will be reported to the relevant
national central bank in accordance with the re-
porting framework for the money and banking
statistics of the ECB which is laid down in Reg-
ulation (EC) No 2819/98, as discussed in the
following section.
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The Statute of the ESCB and of the ECB re-
quires the Council of the EU to define the vari-
ous powers that are to be conferred on the ECB
at the start of Stage Three of EMU. Accordingly,
the Council has adopted a series of regulations,
in particular Council Regulation (EC) No
2532/98 of 23 November 1998 (OJ of 27
November 1998) concerning the powers of the
European Central Bank to impose sanctions
and Council Regulation (EC) No 2533/98 of 23
November 1998 (OJ of 27 November 1998)
concerning the collection of statistical informa-
tion by the European Central Bank. Additionally,
the ECB has adopted Regulation (EC) No
2819/98 of the European Central Bank of 1 De-
cember 1998 (OJ of 30 December 1998) con-
cerning the consolidated balance sheet of the
monetary financial institutions sector.
With respect to the powers of the ECB to im-
pose sanctions, Regulation (EC) No 2532/98
does not specify the type of institutions which
are subject to the imposition of sanctions. The
Regulation refers, in general, to natural or legal
persons, private or public, with the exception of
the public authorities of euro-11 countries, sub-
ject to obligations arising from ECB regulations
and decisions.
The Regulation specifies in other sections
the procedural rules to be applied and the limits
within which the ECB may impose fines and pe-
riodic penalty payments on undertakings, un-
less specific Council Regulations otherwise pro-
vide. Finally, it should be noted that in determin-
ing whether to impose a sanction and in deter-
mining the appropriate sanction, the ECB shall
be guided by the principle of proportionality.
As regards statistical information, the ECB,
assisted by the national central banks, shall col-
lect the statistical information which is neces-
sary for the fulfilment of its tasks according to
the Statute of the ESCB. The reference report-
ing population shall comprise the following re-
porting agents:
a) Legal and natural persons falling within the
financial sector: central banks, other mone-
tary financial institutions (basically credit in-
stitutions) and other financial intermedi-
aries, except insurance companies and
pension funds.
b) Post office giro institutions, to the extent
necessary to fulfil the ECB’s statistical re-
porting requirements in the field of money
and banking statistics and payment sys-
tems statistics.
c) Legal and natural persons residing in a
Member State, to the extent that they hold
cross-border positions or carry out cross-
border transactions and that statistical in-
formation relating to such positions or
transactions is necessary to fulfil statistical
reporting requirements in the field of bal-
ance of payments or the international in-
vestment position. Also, legal and natural
persons residing in a Member State, to the
extent that statistical information relating to
the securities or the electronic money is-
sued by them is necessary to fulfil the
ECB’s statistical reporting requirements.
If a reporting agent is suspected of an in-
fringement of the statistical reporting require-
ments, the ECB or the national central bank
concerned shall have the right to verify the accu-
racy and quality of the information provided and
to carry out its compulsory collection. Finally, the
ECB shall have the power to impose the sanc-
tions set out in Regulation (EC) No 2533/98 on
reporting agents that fail to comply with the obli-
gations resulting from this Regulation.
As for monetary financial institutions resident
in the territory of the euro-11 countries, Regula-
tion (EC) No 2819/98 specifies that, except for
given derogations, these institutions shall report
monthly statistical information relating to their
balance sheet to the relevant national central
bank for the purposes of the regular production
of the consolidated balance sheet of the MFI
sector. Further details on certain items of the
balance sheet shall be reported quarterly. This
information shall be used, inter alia, to calculate
the reserve base or verify the fulfilment of the
reserve obligation discussed in the previous
section. The Regulation also establishes the
right of national central banks to verify or to
compulsorily collect the information.
4. BANCO DE ESPAÑA: MONETARY
POLICY OPERATIONS
4.1. Introduction
Law 13/1994 of 1 June 1994 on the Autono-
my of the Banco de España(2) adapted ahead
of schedule the legal status of the Banco de Es-
paña to the provisions of the Treaty on Euro-
pean Union regarding monetary policy, the rela-
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( 2 ) See “Regulación financiera: segundo trimestre de
1994”, inBoletín económico,Banco de España, July-Au-
gust 1994, pp. 86-92.
tionship between the Banco de España and the
Treasury and its future participation in the
ESCB. Later, fulfilling the mandate of the Law
of Autonomy, the Banco de España’s Internal
Rules were issued through the Decision of 14
November 1996 of the Governing Council of the
Banco de España (3). These Rules are the ba-
sic and highest ranking regulation governing the
autonomy of the Banco de España. Subse-
quently, an additional provision to Law 66/1997
of 30 December 1997 on fiscal, administrative
and social measures (4) incorporated into the
aforementioned law all the independence re-
quirements laid down in article 107 of the
Treaty on European Union. Finally, Law
13/1994 was again amended by Law 12/1998
of 28 April 1998 (5) with a view to ensuring inte-
gration into the ESCB. Accordingly, the law
recognised, inter alia, the powers of the ECB for
the formulation of euro-area monetary policy
and its implementation by the Banco de España
and the powers of the European Community in
relation to exchange rate policy.
In the exercise of its functions as member of
the ESCB, the Banco de España shall follow
the guidelines and instructions of the ECB. One
of these functions will be to participate in the
formulation and implementation of the Commu-
nity monetary policy. In accordance with Law
13/1994 and with its own Internal Rules, the
Banco de España shall be responsible, inter
alia, for implementing monetary policy following
the guidelines of the Governing Council of the
ECB.
Furthermore, the Decision of 11 December
1 9 9 8of the Executive Commission of the Ban-
co de España (BOE [Official State Gazette] of
16 December 1998), in which the general pro-
visions applicable to monetary policy opera-
tions are laid down, was issued with a view to
establishing a general framework for monetary
policy operations to be conducted by the Ban-
co de España following the guidelines of the
E C B .
4.2. Scope of application
The Banco de España shall operate solely
with institutions that fulfil the criteria laid down in
these general provisions. Only institutions sub-
ject to minimum reserve requirements may ac-
cess standing facilities and participate in open
market operations based on standard tenders.
In particular, the Banco de España will con-
duct monetary policy operations with institutions
which fulfil the following criteria(6): a) t h e y
must be credit or other institutions subject to the
minimum reserve requirements applicable in
Spain(7); b) they must be financially sound and
subject to EU/EEA harmonised supervision by
the national authorities (although financially
sound institutions subject to non-harmonised
national supervision of a comparable standard
can also be accepted as counterparties); and c)
they must fulfil the operational requirements es-
tablished by the Banco de España.
4.3. Monetary policy operations
In the performance of its duties, the Banco
de España may conduct open market opera-
tions and offer standing facilities.
Open market operationswill be executed on
the initiative of the Banco de España in the fi-
nancial markets in the form of reverse transac-
t i o n s(8), outright forward transactions, foreign
exchange swaps(9) and collection of fixed-term
deposits. Open market operations can be exe-
cuted on the basis of standard tenders, quick
tenders or bilateral procedures. 
Open market operations are divided into the
following categories:
a) Main refinancing operations which are reg-
ular liquidity-providing reverse transactions
with a weekly frequency and a maturity of
two weeks. These operations are executed
on the basis of standard tenders(10).
b) Longer-term refinancing operations which
are additional liquidity-providing reverse
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( 3 ) See “Regulación financiera: cuarto trimestre de
1996”, in Boletín económico,Banco de España, January
1997, pp. 104-106.
(4) See “Financial regulation: fourth quarter of 1997”, in
Economic bulletin, Banco de España, January 1998, p.80.
( 5 ) See “Financial regulation: second quarter of 1998”
in Economic bulletin, Banco de España, July-August 1998,
pp. 90 and 91.
( 6 ) Outright securities transactions are not subject to
these requirements.
(7) An institution is deemed to be established in Spain if
it has its head office or an authorised branch in Spanish ter-
ritory.
( 8 ) Reverse transactions are operations whereby the
Banco de España buys or sells assets under repurchase
agreements or conducts credit operations against collateral.
(9) Foreign exchange swaps are simultaneous spot and
forward transactions of one currency against another. The
Banco de España will execute open market monetary policy
operations in the form of foreign exchange swaps where it
buys (or sells) euro spot against a foreign currency and, at
the same time, sells (or buys) it back forward.
(10) At its meeting of 22 December 1998, the Govern-
ing Council of the ECB decided to conduct the first ESCB
main refinancing operation through a fixed-rate tender at a
specified interest rate of 3 %.
transactions with a monthly frequency and
a maturity of three months. These opera-
tions are executed on the basis of standard
tenders.
c) Fine-tuning operations which are executed
with the aim of managing the liquidity situa-
tion in the market and of steering interest
rates, in particular in order to smooth the
effects on interest rates caused by unex-
pected liquidity fluctuations in the market.
d) Structural operations which are executed
through the placement of ECB debt certifi-
cates, reverse transactions and outright
transactions.
The Banco de España may also offer stand-
ing facilitiesto institutions subject to their fulfil-
ment of the operational access conditions it has
established. Through the marginal lending facili-
ty, the Banco de España may provide overnight
liquidity against eligible assets and, through the
deposit facility, it can take overnight deposits
from institutions (11). Under exceptional circum-
stances, the Banco de España may set credit
limits or even suspend access to the standing
facilities.
4.4. Procedures applied in the conduct of
monetary policy operations
All credit or refinancing operations must be
based on adequate collateral accepted by all
euro-area national central banks under the con-
ditions described below. For intraday refinanc-
ing operations, open market operations and the
marginal lending facility, the eligible assets will
be those accepted by the ESCB for these oper-
ations.
Standard tenders will be used by the Banco
de España in its regular open market opera-
tions and executed within a time frame of 24
hours. All counterparties fulfilling the general el-
igibility criteria will be entitled to submit bids in
standard tenders.
Quick tenders will be used by the Banco de
España mainly for fine-tuning operations when
it is deemed desirable to have a rapid impact on
the liquidity situation in the market. Quick ten-
ders will be executed within a time frame of one
hour and will be restricted to a limited set of
counterparties.
Finally, through bilateral procedurest h e
Banco de España will deal directly with only
one or a few counterparties, without making use
of tender procedures. Bilateral procedures in-
clude operations executed through stock ex-
changes or market agents.
After detailing the specific allotment proce-
dure for the aforementioned tenders, the Deci-
sion specifies the procedures used in standing
facilities, with regard to both marginal lending
facilities and deposit facilities.
4.5. Eligible assets
Asset eligibility criteria and risk control mea-
sures will be established by the Banco de Es-
paña and announced in advance to counterpar-
ties.
The Banco de España will require its mone-
tary policy operations and provision of liquidity
to settlement systems to be based on adequate
collateral fulfilling the technical and legal re-
quirements that will be communicated by the
Banco de España.
The assets eligible for monetary policy oper-
ations and for the provision of liquidity to settle-
ment systems will be made public through the
media established by the Banco de España or
by the ESCB. These will be the only eligible as-
sets accepted by the Banco de España.
Eligible assets for monetary policy opera-
tions will, in general, be the same as those re-
quired for intraday credit granted by the Banco
de España, without prejudice to the particular
features which may be specified for certain cat-
egories of operation.
The assets eligible for Banco de España op-
erations can be divided into two categories, re-
ferred to as “tier one” and “tier two”, which will
be made public on a regular basis by the Banco
de España.
Tier one will consist of the assets estab-
lished by the Banco de España and by each na-
tional central bank of the EU Member States,
subject to approval by the ECB and to the mini-
mum eligible criteria applicable in each case.
Tier two will consist of debt instruments and any
other assets that the Banco de España may de-
cide to include from time to time, subject to ap-
proval by the ECB.
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(11) At its meeting of 22 December 1998, the Govern-
ing Council of the ECB decided that the interest rates on the
marginal lending facility and the deposit facility would be
4 . 5% and 2 %, respectively. These would be the interest
rates on ESCB standing facilities at the start of Stage Three
on 1 January 1999. As a temporary measure, these interest
rates would stand at 3.25 % and 2.75 %, respectively, be-
tween 4 and 21 January 1999, in order to smooth the adap-
tation of market agents to the integrated euro money market
at the outset of EMU.
The assets included in the tier two list of the
Banco de España and those included in the list
of other euro-area national central banks may
be used, without distinction, as collateral for
monetary policy operations of the Banco de Es-
paña and of other ESCB national central banks.
The assets established by national central
banks must comply strictly with the following eli-
gibility criteria: ) they must be issued by enti-
ties established in the euro area or by interna-
tional financial organisations; b) they must be
expressed in euro (or in the national denomina-
tions of the euro); c) and they must be located
in the euro area. If they do not comply with the
aforementioned criteria their use may be re-
stricted to the national territory of the central
bank which has included them in its tier two list,
in which case the Banco de España would not
undertake to accept them as eligible assets.
It should be noted that non-mortgage loans
granted by credit institutions have recently been
included in the list of eligible assets. In effect,
the third additional provision to Law 46/1998 of
17 December 1998 on the introduction of the
euro (which is discussed below), implemented
by Ministerial Order of 18 December 1998 ( B O E
of 23 December 1998), envisages the possibility
of using non-mortgage loans to ensure compli-
ance with current or future obligations incurred
by credit institutions with the Banco de España,
the ECB or the national central banks of the
euro-11 countries in the conduct of their mone-
tary policy operations. For these purposes, they
should comply with the following criteria:
a) Loans may be encumbered, whatever for-
mal or material requirements may have
been agreed by the parties with respect to
assignment or lien.
b) Such encumbrance will be fully effective
against third parties as from registration
with the Banco de España.
c) Unless otherwise agreed, yields on encum-
bered loans will go to the credit institution
which provides the collateral.
d) In the event of breach of the collateralised
obligations, the beneficiary of the collateral
will acquire full ownership of the encum-
bered loans and will be subrogated to the
contractual position of the lending institu-
tion. In case of bankruptcy or suspension of
payments of the institution that has encum-
bered the loans, the beneficiary of the col-
lateral will also have full right of severance
with respect to the creditor’s rights derived
from those loans.
Additionally, Law 46/1998 refers to the provi-
sions of the law on securities markets regarding
pledges and repurchase agreements securing
obligations to the Banco de España arising from
the execution of its monetary policy operations.
Law 46/1998 specifies that the aforementioned
provisions will also be applicable to similar op-
erations carried out in Spain to secure obliga-
tions to the ECB and the national central banks
of the euro-11 countries arising from the execu-
tion of their monetary policy operations.
However, the Decision also provides that the
Banco de España may, at any time, communi-
cate the exclusion or suspension of assets pre-
viously included in tier one or tier two, on
grounds of lack of financial soundness, pru-
dence or events which substantially affect the
negotiability or transferability of those assets.
With respect to the legal regime applicable
to the provision of collateral, the Decision pre-
scribes a set of valuation criteria depending on
whether the collateral provided consists of
bonds, equities or other assets.
The Banco de España will apply initial mar-
g i n sto the effective amount of each liquidity-
providing reverse transaction, calculated as a
true percentage of that amount. The Banco de
España will also apply valuation haircuts,by de-
ducting a certain percentage from the value of
the underlying assets, to determine the amount
secured by such assets. Additional haircuts
may be applied to specific assets. Haircuts will
be established by the Banco de España accord-
ing to the type of underlying asset. The main
feature of the specific asset reflected in the val-
uation haircut will be residual maturity.
4.6. Daily collateral valuation adjustment
If the value of the underlying assets, as
measured after applying haircuts, falls below
the level required to cover outstanding opera-
tions, the Banco de España will require counter-
parties to supply additional assets. Similarly, if
the value of the underlying assets, following
their revaluation, exceeds the required level,
the Banco de España will return excess assets
to the counterparties.
To this end, the Banco de España will check
on a daily basis that the adjusted market value
( A M V )(12) calculated for a pool of underlying
assets is sufficient to cover collateralised opera-
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( 1 2 ) In any reverse transaction, the adjusted market
value is the market value of the traded assets, following the
deduction of any haircut. This percentage or amount is es-
tablished by the Banco de España according to its expected
valuation of underlying assets for monetary policy opera-
tions. 
tions as a whole, including accrued interest,
plus the value of the aforementioned initial mar-
gin. If the total AMV of the underlying assets is
not sufficient, the counterparty will be required
to supply additional assets on the same date, in
order to ensure that all the operations are fully
covered by the new total effective value, after
applying the relevant haircuts. Conversely, if
the total AMV of the underlying assets is suffi-
cient, the limit applied to the credit granted will
automatically be reduced.
If the AMV of the underlying assets exceeds
the amount calculated in the previous revalua-
tion, excess assets will be available to the
counterparty, which may withdraw them or ap-
ply for additional credit.
Likewise, the Banco de España may estab-
lish a trigger point for counterparties to supply
additional collateral. When this trigger point, or
lower level, is reached, daily valuation adjust-
ments will be applied. As a result, if the AMV of
the underlying assets, following their revalua-
tion, exceeds this trigger point, no additional as-
sets will be required.
4.7. Breach
The Decision establishes that the counter-
party will automatically be considered in-
breach of the obligations arising from these
general provisions, if any of the following cir-
cumstances occur: a) the counterparty has
been declared bankrupt and b) a universal
winding-up decision has been adopted in re-
spect of the counterparty in accordance with
the legislation of another EU Member State. If
any of these circumstances occur, it will auto-
matically imply the early maturity of the mone-
tary policy operations entered into at the date
of the aforementioned breach.
The Decision also envisages the possibility
that, after written notification to the counterpar-
ty, the Banco de España may declare that the
latter is in breach of the obligations arising from
the general provisions.
Finally, the Decision specifies other cases
in which the counterparty may be in breach
of its obligations in relation to tenders, end-
of-day closing procedures, use of underlying
assets, etc. In all such cases, penalties rang-
ing from EUR 10,000 to EUR 1 million may
be imposed and may lead, under certain cir-
cumstances, to suspension or exclusion of
the counterparty’s access to monetary policy
o p e r a t i o n s .
5. BANCO DE ESPAÑA: UPDATING
OF LEGISLATION ON INFORMATION
AND PROFESSIONAL SECRECY
The eleventh additional provision to Law
37/1998 on the reform of the securities market,
discussed below, amended Royal Legislative
Decree 1298/1986 of 28 June 1986 (13), which
adapted the law on credit institutions to Com-
munity law with regard to the information and
professional secrecy obligations of the Banco
de España. This provision widens the co-opera-
tion of the Banco de España with the authorities
entrusted with similar responsibilities in other
states. The Banco de España shall not only
rovide information on the conduct, manage-
ment and soundness of credit institutions but
also any other information which may facilitate
the supervision of these institutions and permit
the avoidances, pursuit or santioning of any
kind of misconduct. In the case of non-EU
countries, this information shall be provided on
the basis of reciprocity.
The data, documents and information held
by the Banco de España shall be c on f i d e n t i a l
and shall not be disclosed to any person or au-
thority. Parliamentary access to this information
shall be through the governor of the Banco de
España. To this end, the governor may request
that a secret session should be held or that the
appropriate procedures for access to classified
material should be used.
The cases in which the obligation of secrecy
shall not apply to the aforementioned informa-
tion are extended to include the following:
— Information provided by the Banco de Es-
paña to the ECB, the national central banks
and organisations with functions similar to
those of the EU, as well as to the authorities
responsible for the supervision of payment
systems.
— Information that the Banco de España is re-
quired to provide, in the pursuance of its du-
ties, to the bodies or authorities responsible
for the supervision of other non-banking in-
stitutions. However, this information shall be
supplied on the basis of reciprocity and the
aforementioned authorities shall be bound to
the obligation of professional secrecy under
conditions at least equivalent to those estab-
lished under Spanish law.
— Information that the Banco de España de-
cides to supply to a clearing house or any
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(13) See “Regulación financiera: segundo trimestre de
1986”, in Boletín económico,Banco de España, July-Au-
gust 1986, pp. 45 and 46.
similar body legally authorised to provide
clearing or settlement services in the Span-
ish markets, whenever such information is
considered necessary to ensure the ade-
quate operation of these bodies in the event
of any breach of market rules.
— Information required by a Parliamentary In-
vestigation Committee under the terms of its
specific legislation, although the members of
the Committee shall be required to adopt the
appropriate secrecy measures.
6. LAWS ON THE INTRODUCTION OF THE
EURO AND THEIR IMPLEMENTATION
6.1. Introduction
The Council of the European Union decided
on 2 May 1998 that eleven countries, which in-
cluded Spain, fulfilled the necessary conver-
gence conditions to participate in the so-called
“euro area”, which would come into effect on 1
January 1999.
Council Regulation (EC) No 1103/97 of 17
June 1997(14) and Council Regulation (EC) No
974/98 of 3 May 1998(15) were issued to pre-
pare the adoption of the single currency, the
‘euro’. These Regulations were aimed at provid-
ing legal certainty for citizens and firms in all
Member States on certain provisions relating to
the introduction of the euro. More recently,
Council Regulation (EC) No 2866/98 of 31 De-
cember 1998 (OJ of 31 December 1998) on the
conversion rates between the euro and the cur-
rencies of the Member States adopting the euro
set the irrevocably fixed conversion rates be-
tween the euro and the national currencies of
the eleven Member States participating in the
euro area. Specifically, the rate of the Spanish
peseta was set at PTA 166,386 per euro.
Although these Community Regulations
could be applied directly, most Member States
have adapted their national legislation to the
changes required by the introduction of the
euro. In Spain, Law 46/1998 of 17 December
1998 on the introduction of the euro (BOE of 18
December 1998) laid down a set of general
rules aiming at facilitating the introduction of the
euro as a single currency into the monetary
system, in accordance with these Regulations.
The government was empowered to implement
the Law (also called “Umbrella Law”) by issuing
the regulations required to ensure the harmo-
nious execution of all of its provisions.
Simultaneously with the publication of Law
46/1998, Organic Law 10/1998 of 17 December
1998, supplementary to the Law on the intro-
duction of the euro (BOE of 18 December
1998), amending Organic Law 8/1980 of 22
September 1980, on the financing of the Re-
gional (Autonomous) Governments, was issued
to specify a number of points. Financing or issu-
ing operations denominated in euro and carried
out within the euro area shall not be considered
foreign financing and shall therefore require no
authorisation. References in organic laws to
amounts expressed in pesetas shall be read as
references to amounts in euro at the estab-
lished conversion rate. Likewise, references to
the ECU shall be read as references to the euro
or to the relevant amount in euro.
The most important sections of Law 46/1998
and of its implementing regulations are briefly
described hereunder, in particular with regard to
financial aspects.
6.2. Integration of the Banco de España
into the ESCB
One of the consequences of EMU was the
integration of the Banco de España into the
ESCB, governed by the Governing Council and
the Executive Board of the ECB. As a member
of the ESCB, the Banco de España will be
equired to apply harmonised procedures, to-
gether with the national central banks of the
euro-11 countries and in accordance with the
requirements of the ECB and the ESCB. These
new requirements, ranging from the implemen-
tation of monetary policy to the operation of the
TARGET system(16) and to market opening
and closing procedures and related activities,
will apply to the activities of the Banco de Es-
paña carried out within a common framework. It
was therefore necessary to include in the Law
the reorganisation of the Banco de España’s
services and facilities.
Another consequence of this integration was
the need to adapt the organisation and opera-
tion of the current STMD (Money-Market Tele-
phone Service) to the new obligations assumed
by the Banco de España as a result of the im-
plementation of the TARGET system. Accord-
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(14) See “Financial regulation: fourth quarter of 1997”,
in Economic bulletin,Banco de España, January 1998,
p. 88.
(15) See “Financial regulation: second quarter of 1998”,
in Economic bulletin, Banco de España, July-August 1998,
pp. 100 and 101.
( 1 6 ) Trans-European Automated Real-time Gross set-
tlement Express Transfer (TARGET) is a general EU inter-
bank payment system which interconnects the different
real-time gross settlement systems and the ECB’s payment
mechanism through an interlinking system.
ingly, the regulations of the STMD were updat-
ed by Banco de España Circular 11/1998 of 23
December 1998 (BOE of 30 December 1998).
As a result, the STMD will change its name to
SLBE (Banco de España Settlement Service)
and any reference to it in the current legislation
shallbe read as a reference to the new name.
The Circular provides an extensive list of insti-
tutions which may participate in the SLBE, if
they fulfil the requirements and follow the pro-
cedures set out by the Banco de España in its
Circular 5/1990 of 28 March 1990 (17). Partici-
pation is therefore open to any institution pro-
viding clearing and settlement services, if it is
supervised by a competent authority. This Cir-
cular supplements Banco de España Circular
4/1997 of 29 April 1997 (18), which initially de-
scribed and regulated the TARGET payment
system, by definingintraday credit(19) and
participants allowed to access such service. Fi-
nally, Banco de España Circular 11/1998 refers
to cross-border paymentorders through which
participants in the SLBE may order funds trans-
fers, against their account with the central
bank, in favour of participants in other real-time
gross settlement systems of EU national cen-
tral banks, or receive transfers from those par-
ticipants. Such orders shall be irrevocable, al-
though conditional upon the availability of
funds to the issuer.
6.3. Modification of national monetary
system
As mentioned above, as from 1 January
1999, the currency of the national monetary
system is the euro, which has been fully and
immediately substituted for the peseta and shall
be divided into one hundred cents. However,
until 31 December 2001, the peseta may con-
tinue to be used as a unit of account in any le-
gal instrument, as a sub-division of the euro
and according to the conversion rate. Spanish
banknotes and coins shall remain legal tender
until 30 June 2002, unless this period is short-
ened by law.
The effects on and the principles applicable
to the Spanish monetary system further to the
introduction of the euro are the following:
— Neutrality: The substitution of the euro for
the peseta shall not have the effect of alter-
ing the denomination of legal instruments in
existence on the date of substitution.
— Fungibility: Where in a legal instrument ref-
erence is made to monetary amounts, this
reference shall be equally valid whether
these amounts are expressed in pesetas or
in euro, provided that they have been calcu-
lated according to the conversion rate and to
the rounding rules.
— Nominal equivalence:The monetary amount
expressed in euro, after applying the con-
version rate and the rounding rules, where
appropriate, shall be equivalent to the mon-
etary amount expressed in pesetas which
was converted into euro. 
— Free of charge: The substitution of the euro
for the peseta shall be free of any fees,
commissions, rates, costs or any other
charges whatsoever to consumers. Any
clause, arrangement or agreement to the
contrary shall be null and void and this prin-
ciple shall be considered a regulatory and
disciplinary rule in the case of credit institu-
tions.
— Principle of continuity: The substitution of
the euro for the peseta shall not have the ef-
fect of altering any term of a legal instrument
or of discharging or excusing performance
under any legal instrument, nor give a party
the right unilaterally to alter such an instru-
ment, unless otherwise agreed by the par-
ties. In particular, customers’ and users’
rights, which are recognised in customer
protection regulations, shall be respected.
— Rounding rules: Monetary amounts to be
paid or accounted for when a rounding takes
place after a conversion into the euro unit
shall be rounded up or down to the nearest
cent. Monetary amounts to be paid or ac-
counted for which are converted into the pe-
seta unit shall be rounded up or down to the
nearest peseta. If the application of the con-
version rate gives a result which is exactly
half-way, the sum shall be rounded up.
6.4. Transitional period
During the transitional period, i.e. between 1
January 1999 and 31 December 2001, refer-
ences to monetary amounts in new legal instru-
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(17) See “Regulación financiera: segundo trimestre de
1997” in Boletín económico, Banco de España, July-August
1997, p. 82.
(18) See “Regulación financiera: segundo trimestre de
1997”, in Boletín económico, Banco de España, July-Au-
gust 1997, pp.106 and 107.
(19) Credit extended by the Banco de España to partic-
ipants against adequate collateral provided by those institu-
tions during a given daily session of the Banco de España
Settlement Service. Intraday credit needs to be reimbursed
during the day, either by providing sufficient funds or via the
marginal lending facility, as defined in the general provi-
sions applicable to the Banco de España’s monetary policy
operations and in the Law’s implementing regulations. 
ments may be expressed either in the peseta
unit or in the euro unit. However, to be ex-
pressed in euro, in private law relationships the
parties must have agreed to it and, in relation-
ships with the general government, the agree-
ment must include the possibility of using the
euro unit and the party concerned must have
chosen to use it.
Conversions made by credit institutions un-
der the aforementioned regulation, and conver-
sions of funds to be made by investment firms
to execute customer orders shall be free of
charge. Commissions and fees on financial ser-
vices in euro shall be equal to those charged on
the same services in pesetas. This shall be a
statutory requirement for credit institutions.
The law prescribed the following measures
to guarantee the use of the two units of account
and means of payment during the transitional
period:
6.4.1. Redenomination of Banco de España
certificates
Law 46/1998 provided that, as from 1 Jan-
uary 1999, all debt issues made by the govern-
ment or by regional bodies should be in euro.
As a result, the recording of these securities in
the Central Book-Entry Office, as well as their
trading, clearing and settlement should be sole-
ly in euro. This requirement applied to Banco de
España certificates (CBEs) (20) whose ac-
counts are held by the government debt market
Central Book-Entry Office of the Banco de Es-
paña. These certificates were included in the
list of tier one Spanish securities which may be
used in the implementation of monetary policy
during Stage Three of EMU and had, therefore,
to be redenominated in euro. The redenomina-
tion procedure was implemented by the Banco
de España in accordance with Law 46/1998
through Banco de España Circular 12/1998 of
23 December 1998 (BOE of 30 December
1998).
According to the aforementioned Circular,
the Central Book-Entry Office shall redenomi-
nate CBEs by applying the conversion rate to
the nominal holdings of security codes of CBEs
which were recorded in market members’ ac-
counts at the close of the market on the last
business day of 1998. The amount of the result-
ing nominal holdings shall be rounded to the
nearest euro cent. Under no circumstances will
there be any cash settlement as a result of the
rounding process. The minimum tradable
amount of redenominated CBEs shall be EUR
1,000 or whole multiples of that amount. Until
full redemption, the features of CBEs shall re-
main unchanged and they shall be governed by
the aforementioned Instruction and Circular. In
particular, it should be noted that CBEs may not
be traded, nor assigned by institutions which
have an overdraft on their current account with
the Banco de España, unless specifically autho-
rised by the Banco de España. They may be
purchased on the market by the Banco de Es-
paña, which may redeem them early for mone-
tary policy purposes or under exceptional cir-
cumstances.
6.4.2. Redenomination of government debt
As described in the previous section, as
from 1 January 1999, debt issued by the gov-
ernment or by regional bodies shall be in euro.
Outstanding book-entry debt issued before 1
January 1999 shall be redenominated in euro
by applying the conversion rate and by round-
ing, where appropriate, to the nearest euro
cent. If a market member’s nominal holdings by
security code are made up of several entries,
each of them shall be redenominated and
rounded separately, and they shall be added up
to obtain the nominal holdings in euro.
It should be noted that Ministerial Order of
14 October 1998(BOE of 23 October 1998)
had already determined that the face value of
book-entry government debt would be eliminat-
ed. Therefore, single debt holdings of the same
security code shall be changed into nominal
single holdings, in order to facilitate their subse-
quent redenomination in euro.
Further to the publication of Law 46/1998,
Ministerial Order of 23 December 1998 (BOE of
30 December 1998) regulated the issue of gov-
ernment debt in euro during the month of Jan-
uary 1999. Additionally, twoDecisions of 23 De-
cember 1998 (BOE of 30 December 1998) of
the Directorate General for the Treasury and Fi-
nancial Policy (hereinafter the Treasury) regu-
lated certain issues of bonds and Treasury bills
in euro to be launched during the aforesaid
month.
The features of all the securities shall remain
unchanged, except for the denomination unit
which shall change from the peseta to the euro.
The minimum amount to be subscribed shall be
EUR 1,000 (PTA 166.386) for twelve-month
and eighteen-month bills and EUR 500,000
(PTA 83.5 million) for six-month bills. Bids for
higher amounts shall be whole multiples of EUR
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(20) CBEs are eligible assets whose features were de-
fined in the Instruction of 16 March 1990. Banco de España
Circular 1/1996 of 27 September established that the afore-
mentioned Instruction would remain in force until full re-
demption of CBEs.
1,000 for twelve-month and eighteen-month
bills and of EUR 100,000 for six-month bills.
With regard to bonds, the minimum amount
shall be EUR 1,000 for non-competitive bids
and EUR 5,000 for competitive bids. In both
cases, bids for higher amounts shall be whole
multiples and, in the case of non-competitive
bids, their nominal amount shall be higher than
EUR 200,000.
The government was empowered by Law
46/1998 to establish the procedure to be ap-
plied to the redenomination of book-entry gov-
ernment debt in euro. Accordingly, this proce-
dure was laid down in Royal Decree 2813/1998
of 23 December 1998 (BOE of 24 December
1998). 
For all purposes, the date of debt redenomi-
nation in euro was 4 January 1999 (first market
business day). The Central Book-Entry Office
redenominated the debt by applying the conver-
sion rate to the nominal holdings of each of the
security codes of debt recorded at the close of
the market on the last day of 1998, in favour of
each market member, either in their own ac-
count or through a registered dealer. The result-
ing amount was rounded, where appropriate, to
the nearest euro cent, in accordance with the
rounding rules laid down in the Law. Under no
circumstances was there any cash settlement
as a result of rounding, nor was redenomination
considered an exchange transaction. Therefore,
no capital gains or losses will emerge for ac-
counting or fiscal purposes.
Each registered dealer was required to per-
form the same operation for each security code
of the nominal holdings of each of its customers
or principals. These amounts would be in euro
cents and would be the definitive figures. Once
the redenomination process was over, regis-
tered dealers issued and delivered to market
members new book-entry formalisation vouch-
ers in which debt holdings were expressed in
euro.
With respect to stripped debt, the Banco de
España made the required adjustments to
maintain, after redenomination, the equivalence
between total outstanding holdings of each se-
curity code representing stripped coupons and
interest on strips which have the same coupon
maturity date and have been stripped. The Ban-
co de España also made the required adjust-
ments to maintain the equivalence between the
sum of the nominal amounts of the stripped
principals and of the nominal amount of the
non-stripped strips of each issue and the nomi-
nal amount of the corresponding strip issue. Be-
sides, Banco de España Circular 1/1999 of 8
January 1999 (BOE of 15 January 1999) imple-
mented Royal Decree 2813/1998 with a view to
modifying the minimum amounts in euro in
stripped debt transactions. To this end, in each
stripping or restoration order in respect of strips,
the minimum nominal amount of the strip shall
be EUR 500,000. Additional amounts shall be
multiples of EUR 100,000. Minimum tradable
amounts shall be EUR 100,000 for stripped
principals and EUR 1,000 for stripped coupons.
Higher tradable amounts shall be whole multi-
ples of EUR 100,000 and EUR 1 for stripped
principals and coupons, respectively.
As regards borrowing through single loans,
redenomination was carried out by applying the
conversion rate to the loan principal. In order to
make debt issued as from 1 January 1999 more
homogeneous, a minimum tradable amount of
EUR 1,000 shall be applied to both Treasury
bills and government bonds. Higher tradable
amounts shall be whole multiples of that
amount. As far as stripped debt is concerned,
these minimum amounts shall be EUR 100,000
for stripped principals and EUR 1,000 for
stripped coupons. In each stripping or restora-
tion transaction in respect of strips, the mini-
mum nominal amount of the strip shall be EUR
500,000. Likewise, market members holding ac-
counts with the Central Book-Entry Office shall
be allowed to pool the nominal holdings of a
single security code to reach the required mini-
mum tradable amount or multiples of that
amount.
The aforementioned Royal Decree allows
access to membership of the book-entry gov-
ernment debt market to the following institu-
tions:
a) Investment firms and credit institutions au-
thorised in another EU Member State pro-
vided that, besides complying with the cur-
rent legislation, the authorisation given by
the home country authorities allows these
entities to provide the services of book-en-
try market members.
b) Investment firms and credit institutions au-
thorised in a non-EU country provided that,
besides complying with the current legisla-
tion, the authorisation given by the home
country authorities allows these entities to
provide the services of book-entry market
members. In this last case, the Ministry of
Economy and Finance may deny or condi-
tion the authorisation, if Spanish institutions
are not given equal treatment in the home
country of these entities (principle of re-
ciprocity), or if compliance with Spanish
government debt market regulatory and
disciplinary rules is not assured.
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Finally, this Royal Decree modifies Royal
Decree 116/1992 of 14 February 1992 (21) on
book-entry, clearing and settlement of securities
with a view to allowing access to membership
to any Spanish entity which is engaged in activ-
ities that are similar to those of the Securities
Clearing and Settlement Service(22).
6.4.3. Changeover to the new unit of account
in securities markets other than
the government debt market
As from 1 January 1999, securities markets
other than the book-entry government debt
market are authorised to change the unit of ac-
count used in their securities trading, clearing,
settlement and other financial procedures from
the peseta unit to the euro unit. Changeover
shall be free of charge to investors in all sec-
ondary securities markets.
During the transitional period, the informa-
tion to be provided by the regulatory bodies of
securities markets other than the book-entry
government debt market shall be in euro, ac-
cording to the rules laid down by the Ministry of
Economy and Finance in Ministerial Order of 23
December 1998 (BOE of 30 December 1998).
Specifically, as from 1 January 1999, the regu-
latory bodies of securities markets other than
the book-entry government debt market, which
opt to change over to the euro unit in their oper-
ating procedures, shall provide information in
euro on transactions carried out in these mar-
kets according to the following rules:
a) Information on quotation of securities and
other financial traded instruments, and on
payment of dividends and other yields,
shall be in euro and cents.
b) Information on trading volumes of securities
and other transactions carried out in those
markets, and on total traded volume, may
be provided in rounded thousand euro.
Similarly, the official information published
by the regulatory bodies of official secondary
markets in the stock exchange bulletin shall be
in euro. Information shall be provided in euro
and in pesetas if it refers, at least, to the follow-
ing data: monetary amounts of closing prices,
previous average weighted exchange rate of
listed securities and other traded instruments
(except forward financial contracts), liquidation
value of units and assets of investment funds,
as well as notional value of shares of open-end
investment companies.
Collective investment undertakingsw h i c h
have adopted the euro unit, on their own initia-
tive or on the decision of their management
company, shall provide the information required
by law in euro. The Ministry of Economy and Fi-
nance, on a report by the CNMV, specified in
the aforementioned Ministerial Order the cases
and conditions in which the information pre-
pared by collective investment undertakings
and their management companies shall be pro-
vided in euro and in pesetas. Finally, this Minis-
terial Order modifies Ministerial Order of 25
March 1991 on the system of credit in spot
stock exchange transations (23), and Ministerial
Order of 5 December 1991 (24) on special stock
exchange transactions, with a view to convert-
ing the amounts expressed in pesetas into their
equivalent amounts in euro.
In one of its articles, Law 46/1998 refers to
private insurance and pension schemes and
funds. In the exercise of the powers conferred
upon it by this Law, the government issued
Royal Decree 2812/1998 of 23 December 1998
(BOE of 24 December) concerning the adapta-
tion of the specific regulations on insurance and
pension schemes and funds to the introduction
of the euro, bearing in mind the need for harmo-
nious implementation emphasised by the Law.
Additionally, the Ministry of Economy and Fi-
nance issued Ministerial Order of 23 December
1998 (BOE of 31 December 1998) which imple-
ments certain provisions of the regulations on
private insurance and lays down the reporting
requirements entailed by the introduction of the
euro. Accordingly, management companies of
pension funds which have adopted the euro unit
shall provide the information required by law in
euro to control commissions. However, during
the transitional period, annual accounts may be
prepared, submitted and published in pesetas
and in euro. Similarly, insurance undertakings,
including social-welfare mutual societies, which
have adopted the euro unit shall provide the in-
formation required by law in euro to policy-hold-
ers, insured and beneficiaries. Otherwise, they
shall provide it in pesetas, unless the insurance
policy is expressed in euro, in which case the
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( 2 1 ) See “Regulación financiera: primer trimestre de
1992”, in Boletín económico, Banco de España, April 1992,
pp. 68 and 69.
( 2 2 ) Up to now, members included credit institutions,
the Banco de España, the Caja General de Depósitos (gov-
ernment depositary), securities-dealer companies and secu-
rities agencies and foreign entities engaged in activities that
were similar to those of the Securities Clearing and Settle-
ment Service. 
( 2 3 ) See “Regulación financiera: primer trimestre de
1991”, in Boletín económico, Banco de España, April 1991,
pp. 49 and 50.
( 2 4 ) See “Regulación financiera: cuarto trimestre de
1991”, in Boletín económico, Banco de España, January
1992, pp. 64 and 65.
information shall be solely provided in euro. As
these life insurance operations give rise to re-
demption and reduction rights, the denomina-
tion in euro of these rights shall not be consid-
ered an intermediate operation. With regard to
accounting aspects, the Ministerial Order de-
fines the scope of application of the regulations
on the introduction of the euro for insurance un-
dertakings to which the Chart of Accounts of the
insurance sector is applicable. Otherwise, gen-
eral accounting rules shall be applied.
Lastly, this section should include the publi-
cation of CNMV Circular 7/1998 of 16 Decem-
ber 1998 (BOE of 30 December 1998) which
prescribes the changes to be made to certain
circulars as a result of the introduction of the
euro. Specifically, the circulars which must be
modified and adapted refer to secondary securi-
ties markets and regulatory bodies, securities-
dealer companies and securities agencies, col-
lective investment undertakings, reporting of
significant holdings and publication of informa-
tion on a regular basis by entities admitted to
listing.
6.4.4. Redenomination of issues
of other bonds
As from 1 January 1999, the issues of bonds
other than those regulated in the above sec-
tions may be redenominated in euro. The option
to redenominate shall be subject to the market
on which the issue is traded having adopted the
euro unit (25). The issue may be redenominat-
ed if so decided by the issuer, unless the rede-
nomination option is expressly excluded until 31
December 2001 in the issue contract. If bonds
are traded in a secondary market, the advertis-
ing of redenomination shall be in accordance
with securities market legislation.
During the transitional period solely, bonds
traded in an organised secondary market may
also be redenominated by the holder through
the redenomination of holdings of securities
with the same identification code, under the
regulatory conditions laid down in each case,
provided that technical or market conditions
permit the aggregation of the final nominal hold-
ings of the issue.
6.4.5. National Electronic Clearing System:
adaptation to the euro
The adaptation of the National Electronic
Clearing System (SNCE) to Stage Three of
EMU made it necessary to introduce some
changes into its regulations, namely to specify
that as from 1 January 1999 the unit of account
of the Spanish monetary system would be the
euro. Accordingly, the Banco de España issued
Circular 9/1998 of 30 October 1998 (BOE of 19
November 1998) which would enter into force
on 1 January and which modified the circulars
discussed below.
Banco de España Circular 8/1998 is amend-
ed to specify that the amount of interbank
transactions processed by the SNCE shall be
expressed in euro. However, between 1 Jan-
uary and 31 December 2001, the amount of
transactions issued in pesetas shall be ex-
pressed in that currency. Under exceptional cir-
cumstances, for the purposes of introducing
and exchanging data within the SNCE, be-
tween 1 January 2002 and 31 March 2002, the
amount of interbank transactions issued in pe-
setas prior to 1 January 2002 may be reported
in that currency, without prejudice to their legal
equivalence in euro. As from 1 April, the
amount of these transactions shall be ex-
pressed in euro.
Banco de España Circular 11/1990 is
amended to replace references to instruments
expressed in pesetas by references to euro. In
the section dealing with exclusion from the gen-
eral commercial paper subsystem regulated by
Banco de España Circular 1/1998, two indents
are eliminated: instruments paid by banker’s or-
der which are debited to non-resident accounts
for an amount exceeding PTA 500,000 and
instruments which are not drawn or issued in
pesetas.
6.4.6. Redenomination of bank accounts
During the transitional period, if so agreed
by the parties, credit institutions shall redenomi-
nate in euro cash accounts in pesetas held by
private individuals and the general government
with the institution concerned. 
Redenomination shall be free of charge and
shall be carried out on the account balance on
the redenomination date, by applying the con-
version rate and the established rounding rules.
Redenomination shall apply to the various in-
struments through which the account can be
used, though cheques against the account may
still be issued in pesetas.
6.5. End of the transitional period
As from 1 January 2002, the euro shall be
the sole unit of account used by the monetary
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( 2 5 ) At the present time, all organised securities mar-
kets have performed redenomination in euro.
system. From 1 January to 30 June 2002 (26),
banknotes and coins in pesetas shall be ex-
changed for banknotes and coins in euro at the
conversion rate and in accordance with the es-
tablished rounding rules.
Banknotes and coins shall be exchanged at
the Banco de España, banks, savings banks
and credit co-operatives. The only cash ex-
change allowed shall be of banknotes and coins
in euro delivered in exchange for banknotes
and coins in pesetas. The reverse exchange
shall not be allowed. Exchange shall be free of
charge and no fees, commissions, rates, costs
or any other charges whatsoever shall be
applied.
As from 1 July 2002, banknotes and coins
denominated in pesetas shall lose their status
of legal tender but shall still be exchanged for
banknotes and coins in euro at the Banco de
España, at the conversion rate and as deter-
mined by the Ministry of Economy and Fi-
n a n c e .
As from 1 January 2002, any legal instru-
ment which has not been redenominated during
the transitional period shall automatically be
deemed to be expressed in the euro unit, by ap-
plying the conversion rate and the established
rounding rules.
6.6. Measures aimed at facilitating
the introduction of the euro
The regulations described in the above sec-
tions were supplemented by a series of general
measures aiming at facilitating the introduction
of the single currency during the transitional
period.
In the financial area, as from 1 January
1999, the official exchange rate of the peseta
against other currencies shall be the euro ex-
change rate published by the ECB, either di-
rectly or through the Banco de España. The
Banco de España may also publish euro ex-
change rates against currencies other than
those considered by the ECB. During the transi-
tional period, the Banco de España shall pub-
lish, for information purposes, the equivalent
value of the official exchange rate in pesetas.
The one-year interbank offered rate( M I B O R )
to be applied to outstanding mortgage loans at
1 January 1999 shall continue to be calculated
and published as long as it can technically be
calculated. If it cannot be calculated due to
technical or market difficulties, the Ministry of
Economy and Finance is empowered by the
Law to determine its calculation formula or to
establish a new equivalent reference rate or in-
dex to replace the MIBOR. This shall not affect
the parties’ freedom to modify their relevant
contracts. In other financial transactions using
as a reference a MIBOR rate which cannot be
calculated because it has lost any financial
meaning, the interest rate which is the closest
substitute for the MIBOR shall be applied in-
stead. However, this will be so, provided that
the parties have not established a substitute or
subsidiary rate to replace the initially agreed
one, or rules to be applied in case this rate dis-
appears or is no longer meaningful.
In relation to accounting obligations, in addi-
tion to the general rules laid down in Law
46/1998, the Government, in the exercise of the
powers conferred upon it by the Law, issued
Royal Decree 2814/1998 of 23 December 1998
(BOE of 24 December 1998) which defines the
rules applicable to the accounting aspects of
the introduction of the euro, taking into account
the special characteristics of Spanish entities.
During the transitional period, an optional asym-
metrical system shall allow entities to choose to
express their individual and consolidated annu-
al accounts either in euro or in pesetas but, if
they opt to use the euro unit in their account
books and annual accounts, this decision shall
be irreversible. However, credit institutions shall
be required to keep their accounts solely in
euro. With respect to the valuation of certain as-
sets as a result of the introduction of the euro,
the Royal Decree regulates specific aspects,
such as the accounting treatment of exchange
differences arising in the currencies of euro-11
countries, and the translation differences in
consolidated annual accounts when they in-
clude companies from euro-11 countries. The
Royal Decree also addresses the treatment of
expenses arising from the introduction of the
euro and of rounding procedures, as well as
cases in which the close of the financial year of
undertakings does not coincide with the calen-
dar year. Finally, the aforementioned regulation
specifies the information to be included in the
annual financial report in relation to the effects
of the introduction of the euro.
As regards company law, the redenomina-
tion of the amount of the share capital of com-
mercial companies by applying the conversion
rate and, where appropriate, the established
rounding rules to that amount is regulated. Like-
wise, a simple formula is allowed to adjust to
the nearest euro cent the face value of shares
which, as a result of redenomination, would
have more than two decimals.
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( 2 6 ) Or at an earlier date, if the period is shortened
by law.
As far as tax regulations are concerned, the
Ministry of Economy and Finance or other com-
petent authorities are empowered by the Law to
establish the terms, conditions, procedures and
models for submitting tax returns in euro. In do-
ing so, they shall combine a flexible system with
an irreversible process, in the same way as for
accounting obligations. Equivalent regulations
are applied to social security contributions and
general government proceedings, contracts and
general provisions shall be required to include
the equivalent amount in euro as long as the
peseta unit is used. 
7. REFORM OF THE SECURITIES MARKET
7.1. Background
Comprehensive reform of the Spanish secu-
rities markets, as carried out in Law 24/1988 of
28 July 1988(27), was undertaken somewhat
later than the modernisation effected in other
EU countries. As stated in the preamble to the
Law, one of its main objectives was to strength-
en the Spanish Securities market in the lead up
to a single securities market in 1992.
The construction of a single European finan-
cial market has been based in recent years on
three important directives:
First, the Second Banking Directive [Direc-
tive 89/646/EEC of 15 December 1989 (28)]
was essential to achieve a common framework
for the activities of credit institutions within the
European Union (EU), from the point of view of
both the right of establishment and of freedom
to provide services. The Directive was incorpo-
rated into Spanish law by means of Law 3/1994
of 14 April 1994 (29), which basically widened
and modified the contents of Law 26/1988 of 29
July 1988 (30) on the discipline and administra-
tion of credit institutions, in order to include the
provisions of this Directive.
Second, Directive 93/6/EEC of 15 March
1993 on the capital adequacy of investment
firms and credit institutions was published, with
the aim of harmonising the elements consid-
ered essential to secure the mutual recognition
of authorisation and of prudential supervision
systems of investment firms.
Finally, Directive 93/22/EEC of 10 May
1993(31) on investment services in the securi-
ties field(32) was essential to the achievement
of the internal market, from the point of view of
both the right of establishment and of the free-
om to provide services, in the field of invest-
ment firms. The investment services Directive,
like the Second Banking Directive, introduced
the principle of the Community passport or sin-
gle licence(33), which is based on the harmon-
isation of the conditions for authorisation and
pursuit of the activity, as well as of the pruden-
tial supervision systems (34) for investment
firms.
Ten years after the promulgation of Law
24/1988 of 28 July 1988, and with the aim of in-
corporating into Spanish law Directive
93/22/EEC of 10 May 1993 on investment ser-
vices in the securities field (ISD), Law 37/1998
of 16 November 1998 (BOE of 17 November
1 9 9 8 )(35) has been published. Adaptation to
the ISD means that any investment services
firm (ISF), whether or not Spanish, that is au-
thorised in one EU Member State, has the right
to enter all EU markets, including the Spanish
market, as a member, with the possibility of ac-
cess to or membership of clearing and settle-
ment systems. In other words, both Spanish
ISFs and those authorised in other EU coun-
tries are acknowledged to have the right to op-
erate as members in official secondary markets.
However, in view of the exception made in the
Directive, credit institutions shall not have such
a right until 1 January 2000.
At the same time, with the start-up of Stage
Three of EMU and the adoption of the single
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( 2 7 ) See “Regulación financiera: tercer trimestre de
1988”, in Boletín económico, Banco de España, October
1988, pp. 61-62.
( 2 8 ) See “Regulación financiera: primer trimestre de
1990”, in Boletín económico, Banco de España, April 1990,
pp. 71-72.
(29) See “Regulación financiera: segundo trimestre de
1994”, in Boletín económico,Banco de España, July-Au-
gust 1994, pp. 92-96.
( 3 0 ) See “Regulación financiera: tercer trimestre de
1988”, in Boletín económico, Banco de España, October
1988, pp. 56-58.
(31) See “Regulación financiera: segundo trimestre de
1993”, in Boletín económico,Banco de España, July-Au-
gust 1993, pp. 106-108.
(32) Its content has already practically been incorporat-
ed into Spanish law. See Banco de España Circular 5/1993
of 26 March 1993 and CNMV Circular 6/1992 of 30 Decem-
ber 1992.
( 3 3 ) This principle means that an investment services
company, under the authorisation granted by the State in
which its registered office is located, may provide invest-
ment services and undertake complementary activities in
the rest of the EU, both by establishing branches in other
Member States and offering services there.
( 3 4 ) Recognition of supervision systems enables the
principle of supervision by the home Member State to be
applied.
(35) This Law entered into force on 18 November 1998,
except for the provision stipulating that credit institutions, of
whatever nationality, may be members of the Stock Ex-
changes, which shall not enter into force until 1 January
2000.
currency on 1 January 1999, the government
has promulgatedRoyal Decree 2590/1998 of 7
December 1998 (BOE of 18 December 1998),
in order to increase efficiency and competition
in the securities markets, while preserving the
basic operating and organisational principles.
7.2. Scope of the reform
7.2.1. Extension of the scope of application
of the Law
The scope of application(36) is extended to
include, in addition to marketable securities, the
following:
a) Contracts of any kind that are traded on of-
ficial or unofficial secondary markets.
b) Financial futures, options and swap con-
tracts, provided that the underlying assets
are marketable securities, indices, curren-
cies, interest rates or any other kind of fi-
nancial asset, irrespective of the way in
which they are settled and even if they are
not traded on any official or unofficial sec-
ondary market.
c) Contracts or operations involving other in-
struments, provided that they are capable
of being traded on an official or unofficial
secondary market, even if their underlying
asset is not financial, but rather merchan-
dise, commodities or any other fungible
good.
7.2.2. Keeping of securities accounting
records
As from the entry into force of the Law, the
accounting records for marketable book-entry
securities not traded on official secondary mar-
kets shall no longer be kept exclusively by se-
curities-dealer companies and securities agen-
cies; rather the entity concerned shall be freely
designated by the issuer from among the ISFs
and credit institutions authorised to pursue this
activity.
7.2.3. New composition and new powers
for the Consultative Committee
of the CNMV
The composition of this committee has been
updated so that the members are appointed to
represent the members of all official secondary
markets, the issuers and investors. In addition,
a further representative is appointed by each of
the Regional (Autonomous) Governments with
powers in relation to securities markets in
whose territory there is an official secondary
market.
The Committee has also been conferred
new responsibilities, among which the following
are noteworthy: a) the mandatory reports for the
granting and revocation of authorisation for the
branches of ISFs of non-EU countries, as well
as for other securities market agents, where
regulations so establish, and b) reports on pro-
posed legislation of a general nature on matters
directly relating to the securities market.
7.2.4. Official secondary securities markets
The new law defines official secondary secu-
rities markets as those which regularly operate
in accordance with the provisions of this Law
and its implementing provisions, in particular,
as regards the conditions of access, admission
to listing and operating, information and publici-
ty procedures. In addition to stock exchanges
and the government debt market, fu ures and
options markets, whatever the type of underly-
ing asset, are now considered to be official sec-
ondary securities markets too. The possibility is
also left open that other nationwide markets,
authorised pursuant to this Law and its imple-
menting provisions, and other regional markets
authorised by the Regional (Autonomous) Gov-
ernments with powers in this field, may be so
defined.
The new law distinguishes between ordinary
and extraordinary transactions. The former are
those subject to the basic rules of operation of
the market (in particular, those requiring the
mediation of members and the processing of
the transaction through the ordinary dealing
systems). Extraordinary transactions are those
which are not subject to all or some of these ba-
sic rules, and can only be carried out in three
cases:
1. When the buyer and the seller are habit-
ually resident or established outside Spain.
2. When the transaction is not carried out
in Spain(37).
3 . When the buyer and seller have previ-
ously expressly authorised an investment ser-
vices firm (securities-dealer company or securi-
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(36) Previously it only included marketable securities.
(37) The requirements which must be fulfilled for an op-
eration to be deemed carried out outside Spain shall be de-
termined in regulations.
ties agency) or a credit institution in writing to
carry out the transaction in question without it
being subject to the rules of operation of the
market(38).
In any event, and regardless of whether or
not they are market transactions, ISFs are
placed under an obligation to notify all kinds of
transactions to the market regulatory bodies, in
order to ensure their proper operation and the
protection of investors.
Likewise, repurchase agreements (both the
Spanish and ordinary variety) may be recog-
nised as secondary market operations.
For its part, Royal Decree 2590/1998
amends Royal Decree 116/1992 of 14 February
1992, on the representation of securities by
means of book-entries and clearing and settle-
ment of Stock Exchange transactions, to regu-
late a special procedure for the clearing and
settlement of Stock Exchange transactions that
are a consequence of monetary policy opera-
tions conducted by the Banco de España, the
ECB and the central banks of the ESCB. Thus,
irrespective of the nationality of the issuer, and
in order to facilitate the settlement of the gov-
ernment-securities transactions which the
ESCB uses to implement monetary policy, the
Banco de España may establish the connec-
tions with the securities settlement systems in
which such classes of securities are recorded.
In particular, these links may take the form of:
a) The opening of accounts at the Central
Book-entry Office of the government debt
market for other securities clearing and set-
tlement systems in which the overall bal-
ances of Spanish government debt held by
foreign investors through such systems
may be recorded.
b) Likewise, the Central Book-Entry Office
may keep accounts with the securities set-
tlement systems of other countries in which
the balances of foreign government securi-
ties – both those acquired by the Banco de
España itself to implement monetary policy
and those acquired by institutions belong-
ing to the STMD (Money-Market Telephone
Service), now the SLBE (Banco de España
Settlement Service), and to the Central
Book-Entry Office – may be recorded. The
latter shall record the individual balances of
these kinds of securities held by its mem-
ber institutions.
7.2.5. Lending of securities traded 
on secondary markets
In relation to market operations, it has been
considered appropriate to clarify the regulations
for a certain type of lending of securities traded
on secondary markets, in order to increase
market depth and efficiency and at the same
time to establish the regulatory framework for
the relevant tax regime conducive to the devel-
opment of the same. It shall be subject, inter
alia, to the following principles:
a) Only those securities which, by reason of
the frequency with which they are traded
and their liquidity or of their suitability to
serve as collateral in monetary policy oper-
ations, have been designated by the regu-
latory body of the market in question may
be lent. Securities identical to those of the
issuer which are subject to a public offering
or securities subscription may also be lent,
provided that the operation is recorded in
the prospectus.
b) Securities delivered on loan must belong to
and be in the possession of the lender.
c) The lender, unless otherwise agreed, shall
be entitled to the proceeds of the financial
rights inherent in the securities.
d) The maturity of the loan may not exceed
one year.
e) The borrower must secure the return of the
securities by means of the guarantees that
may be determined by the CNMV.
7.2.6. Pledging of book-entry securities
Law 37/1998 lays down new regulations for
security based on the pledging of book-entry
s e c u r i t i e sin order to favour the development
and efficient operation of secondary markets.
Pledges may be created over book-entry secu-
rities admitted to listing on secondary markets
to secure the general obligations contracted vis-
à-vis a secondary market or its clearing and
settlement systems, or to secure the perfor-
mance of the obligations arising from transac-
tions in these markets. Such pledges may be
created:
a) By a contract authorised by an official bro-
ker (corredor de comercio colegiado)or by
a notarial deed.
b) By a private document, the entity responsi-
ble for keeping the accounting records be-
ing required to make the relevant entry
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(38) The content of the requirements for the said autho-
risation shall be determined in regulations. Among other as-
pects, the nature of the investor, the amount of the opera-
tion and the price conditions shall be taken into account for
the purpose.
when it has notice of the consent of the
person who appears as the holder in such
records and of the entity in whose favour
the pledge is created.
c) By a unilateral declaration, including by
electronic-data transmission methods, by
the person who appears as holder in the
accounting records. In this case, accep-
tance of the entity in whose favour it is cre-
ated shall be deemed to have occurred
from when such unilateral declaration is no-
tified to the entity responsible for keeping
the accounting records of the securities,
provided that this is envisaged in the regu-
lations of the market or clearing and settle-
ment system in question, or that the parties
concerned have expressly agreed upon this
form of acceptance beforehand.
The pledge so created shall be effective with
respect to third parties from the date on which it
is recorded in the accounting records.
As regards the execution of pledges,
notwithstanding the provisions of the Commer-
cial Code, it shall be sufficient to evidence the
documents stipulated, if applicable, by the regu-
latory and disciplinary rules of the market when
regulating the creation of the pledge to evi-
dence the existence of the pledge and the
amount owed. When the guarantees consist of
cash deposits, with or without a power of man-
agement, the execution of the same shall be by
means of simple set-off. In other cases, if there
is no procedure specially provided for by law,
they shall be executed by auction conducted by
a Notary Public or official broker, notice having
been given to the debtor and, if not the same
person, the owner of the asset, security or right
given as security.
This regime shall also be applicable to
pledges to secure obligations contracted vis-à-
vis the Banco de España in the conduct of its
monetary policy operations a well as those
which institutions participating in an interbank
payment system have to create as security for
the performance of their obligations.
For their part, the regulatory bodies of sec-
ondary markets and their clearing and settle-
ment systems shall enjoy the privileges which
the Civil Code confers on secured creditors with
respect to the assets, securities and rights sub-
ject to the guarantees executed in their favour
by the members or investors in such markets.
This is regardless of the nature of the assets,
securities or rights concerned and the formalities
of their creation, provided that they have been
created in accordance with the legislation appli-
cable and the particular rules of each market.
7.2.7. Members of official secondary
securities markets
As mentioned above, another fundamental
aspect of the reform, in line with Directive
93/22/EEC of 10 May 1993, on investment ser-
vices, is the acknowledgement of the right of
access with member status to official secondary
markets of the following institutions:
a) Securities-dealer companies and securities
agencies.
b) Spanish credit institutions.
c) Spanish ISFs and credit institutions autho-
rised in other EU Member States, provided
that, in addition to fulfilling the requirements
laid down in this Law to operate in Spain,
they are empowered under the authorisa-
tion of their home country to provide certain
investment services (the execution of or-
ders on behalf of third parties and trading
for own account).
d) Spanish ISFs and credit institutions autho-
rised in a non-EU state, provided that, in
addition to fulfilling the requirements laid
down by this Law to operate in Spain, they
are empowered under the authorisation of
their home country to provide the invest-
ment services mentioned in the previous
paragraph. This notwithstanding, the Min-
istry of Economy and Finance may refuse
these entities access to Spanish markets or
place conditions on such access for pru-
dential reasons, where Spanish entities are
not accorded the same treatment in their
home country, or where compliance with
the Spanish securities regulatory and disci-
plinary rules is not assured.
e) Such others as the Regional (Autonomous)
Governments with responsibilities in this
area may determine.
7.2.8 New issues and public offerings
of securities
The opportunity afforded by the reform has
also been used to redefine the concept of a
public offering of securities (39), in such a way
that it includes not only an offering of unlisted
securities, but also an offering of securities al-
ready traded on a secondary market. For its
part, Royal Decree 2590/1998 amends Royal
Decree 291/1992 of 27 March 1992 (40), on
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(39) A public offering shall be considered to be an offer-
ing to the public, for own account or for that of a third party,
of previously issued marketable securities.
( 4 0 ) See “Regulación financiera: primer trimestre de
1992”, in Boletín económico, Banco de España, April 1992,
pp. 70-72.
new issues and public offerings of securities, to
improve advertising activities. Advertising activi-
ties shall be deemed to include all forms of
communication directed at investors in order to
promote, either directly or through third parties
acting on behalf of the issuer or offeror, the
subscription or acquisition of marketable securi-
ties, including telephone calls, home visits, per-
sonalised letters, e-mail or any other electronic-
data transmission method, provided that, in all
cases, the issuer or offeror of the securities is
actively facilitating the acquisition of the same.
Special mention is required of the changes
made to prospectuses, to improve them and to
widen the range of types available, so as to en-
able issuers to have more efficient access to
markets. Thus, to reduce the costs of enabling
a security to be traded on the market, the new
issue prospectus may also serve as the
prospectus for admission to listing on the mar-
ket in question. The changes introduced into
the shortened prospectus and the two possible
varieties: the new issue or offering prospec-
t u s (41) and the programme prospectus (42)
should be noted. Also, the concept of the “trip-
tych”, a leaflet containing extracts from the
prospectus, is introduced in order to improve in-
formation for potential investors. Finally, fulfil-
ment of the requirements is made more flexible
when changes are made to securities in circula-
tion, as well as the parties involved in a new is-
sue or public offering (placing entity, lead-man-
ager, co-ordinator or underwriter).
7.2.9. Book-entry government debt market
The new Law covers trading in fixed-income
securities issued by the ECB and EU national
central banks(43).
It also introduces the possibility of securities
admitted to listing on this market being traded,
on the terms laid down by regulations, on other
official secondary markets. This trading shall be
subject to the rules regulating the book-entry
government debt market.
The new legal regime for the book-entry
government debt market should be governed by
this Law and its implementing provisions, as
well as by a Regulation to be approved by the
Ministry of Economy and Finance at the propos-
al of the Banco de España, following a report by
the CNMV. This Regulation – which may be is-
sued in the form of Banco de España circulars
– will regulate:
— Tthe rules relating to listing, trading, obliga-
tions to provide information to the Banco de
España and to publicise transactions, in-
cluding the rights and obligations of market
members.
— The recording, clearing and settlement of
transactions, potentially including proce-
dures to ensure that securities are delivered
and paid for, as well as the requirement for
guarantees to this end.
— The rights and obligations of the holders of
accounts in their own name and managing
entities.
As regards members of the book-entry gov-
ernment debt market, in addition to the Banco
de España, the same entities as specified for
official secondary securities markets, as well as
such other entities as may be determined by
regulations, shall be entitled to hold the status
of market members.
7.2.10. Official book-entry futures and
options secondary markets
The Law renames Chapter IV of Law
24/1988 to introduce official book-entry futures
and options secondary markets. These have al-
ready been developed in the Spanish financial
system. They shall be authorised by the gov-
ernment, in the case of nationwide markets, at
the proposal of the CNMV, and, in the case of
regional markets, by the relevant Regional (Au-
tonomous) Government with responsibilities in
this area.
Futures and options contracts, whatever the
underlying asset, may be traded on these mar-
kets. Other financial derivatives may also be
traded, on such conditions as may be deter-
mined in regulations.
As in the case of the government debt mar-
ket, the same entities as specified for official
secondary securities markets may be members
of these markets. In the case of markets in
which financial derivatives with non-financial
underlying assets are traded, the acquisition of
such status by entities other than those men-
tioned may be determined in regulations, pro-
vided that they fulfil the requirements of special-
isation, professionalism and solvency. There
shall be a regulatory body, in the form of a pub-
lic limited company, whose basic functions shall
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( 4 1 ) Relating, exclusively, to a specific new issue or
public offering of securities.
(42) Referring to a plan of different issues or securities
offerings which a single person or entity intends to make in
Spain over the following 12 months.
(43) Traditionally, the book-entry government debt mar-
ket was solely for trading fixed-income securities in the form
of accounting entries issued by the State, Regional (Au-
tonomous) Governments, other public entities and corpora-
tions and by international bodies of which Spain was a
member.
be to organise and supervise, record the con-
tracts and, where applicable, manage the clear-
ing and settlement. It may also hold an account
with the Central Book-Entry Office for the pur-
pose of managing the system of guarantees.
These markets, besides being governed by
this Law and its implementing provisions, shall
be governed by a specific Regulation which
shall specify the classes of members, legal rela-
tions with clients, rules of supervision, system
of guarantees, settlement operations, contracts,
and any other aspects specified in regulations.
7.2.11. Investment services firms (ISFs)
Title V of Law 24/1988, which refers to secu-
rities-dealer companies and securities agen-
cies, has been renamed empresas de servicios
de inversión (investment services firms), to use
a wider term and to introduce the terminology
used by Directive 93/22/EEC. This category in-
cludes, in addition to securities-dealer compa-
nies and securities agencies, portfolio manage-
ment companies. The investment services shall
be provided in relation to the marketable securi-
ties and financial instruments discussed in pre-
vious paragraphs.
The following are considered to be i n ve s t-
ment services:
1 . The receipt and transmission of orders
and, where applicable, the execution of such or-
ders on behalf of a third parties.
2. Trading for own account.
3 . Discretionary and individualised man-
agement of investment portfolios in accordance
with the mandates conferred by investors.
4 . Mediation, directly or indirectly, on be-
half of the issuer in the placement of new is-
sues and public offerings of securities, as well
as underwriting the subscription of new issues
and public offerings.
Additional activities which they may pursue
include, inter alia: the custody and administra-
tion of financial instruments, the rental of safe-
deposit boxes, the extension of credit or loans
to new investors to enable them to enter into
transactions in relation to one or more of such
instruments and acting as registered entities to
enter into currency transactions connected with
investment services.
Credit institutions, even though they are not
ISFs, may normally carry out all the above-
mentioned activities, provided that their legal
regime, their articles of association and their
specific authorisation enable them to do so.
However, they cannot be members of stock ex-
changes until 1 January 2000.
The government may regulate the creation
of other entities, and also permit other persons
or entities which, even though they are not
ISFs, may perform some of the latter’s
activities(44), or which help to improve the de-
velopment of securities markets.
As regards the conditions for taking up the
business, ISFs, in the same way it was securi-
ties-dealer companies and securities agencies,
shall be authorised by the Ministry of Economy
and Finance, at the proposal of the CNMV.
Along with the application for authorisation and
others such documents as may be determined
in regulations, the shall submit aprogramme of
activities, in which they shall specify which type
of services of those stipulated as potentially
provided by ISFs they intend to pursue, as well
as their organisation and resources. The autho-
risation of an investment firm shall also be sub-
ject to prior consultation with the supervising
authority of the relevant EU Member State,
when certain circumstances pertain, including,
when the new firm is going to be controlled, di-
rectly or indirectly, by an investment services
firm or, as the case may be, a credit institution
already authorised in that State.
To obtain the authorisation they must fulfil a
number of requirements, similar to those speci-
fied for securities-dealer companies and securi-
ties agencies, but with a few changes. Hence,
they must join the Investment Guarantee Fund
(see below) and have internal rules of conduct,
adjusted to the provisions of this Law, as well
as safety and control mechanisms in the area of
information technology and adequate internal
control procedures.
7.2.12. Significant holdings in ISFs
As envisaged in Law 24/1988, a direct or in-
direct holding in an ISF representing at least
5 % of the capital or voting rights of the firm is
deemed to be a significant holding. In addition,
a holding which, without reaching the above-
mentioned percentage, nonetheless enables a
significant influence to be exercised in the firm
is also deemed to be a significant holding(45).
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(44) They may only provide investment services in rela-
tion to marketable securities, in their different forms, includ-
ing shares in mutual funds and money-market instruments
which have such status, provided that they do not receive
from their customers funds or financial instruments on de-
posit.
( 4 5 ) Regulations shall determine the circumstances in
which it is presumed that a person exercises a significant
influence.
Persons – legal or natural – intending to ac-
quire a significant holding shall first inform the
CNMV. They must also do so if they intend to
increase a holding to the extent that it would
reach or rise above any of the following thresh-
olds: 10 %, 15 %, 20 %, 25 %, 33 %, 40 %,
50%, 66 % or 75 %. The CNMV shall have two
months in which to object to the acquisition. If it
fails to do so, the intention shall be deemed ap-
proved. Likewise, if as a consequence of the
acquisition, the ISF becomes controlled by an
ISF or credit institution belonging to an EU
Member State, the CNMV must consult the
competent supervising authority in that State. If
it becomes controlled by a firm authorised in a
non-EU country, the CNMV shall take into ac-
count the reciprocity principle.
Finally, if the acquisition or increase in the
holding takes place without the CNMV being in-
formed or when it has expressly objected, the
following effects shall arise: a) the voting rights
corresponding to the irregularly acquired hold-
ings may not be exercised or, if they are exer-
cised, shall be void; b) the firm may be ordered
to suspend its activities, and c) where neces-
sary, an administration order or an order for re-
placement of the directors shall be issued.
3. Cross-border activities of ISFs
Cross-border activities of EU-domiciled ISFs
In accordance with the provisions of Direc-
tive 93/22/EC, now being incorporated into
Spanish law, ISFs authorised in another EU
Member State may carry on in Spain, either by
opening a branch, or else under the freedom to
provide services (without a permanent estab-
lishment), all the specific activities of these insti-
tutions mentioned above. For this purpose, it is
essential that the authorisation, the articles of
association and the legal regime of the institu-
tion empower it to pursue the activities it in-
tends to carry on.
In the pursuit of their business in Spain they
must observe all the provisions issued before
the general interest, the rules of conduct, in-
cluding physical presence in markets whose
method of trading so requires, and the regulato-
ry rules applicable to them. Under the principle
of a single licence for the whole EU (Communi-
ty passport) proposed in the Directive, the es-
tablishment of branches and the freedom to
provide services can never be made conditional
upon the obligation to obtain an additional au-
thorisation, or to provide an endowment of
funds, or any other measure having the same
effects.
Cross-border activities of ISFs not domiciled
in the EU
Non-EU ISFs which intend to open a branch
in Spain shall be subject to the authorisation
procedure provided for in the general conditions
for taking up the business, as adapted by regu-
lations, if any. The authorisation may be denied
or made subject to conditions for prudential rea-
sons, where Spanish institutions are not given
the same treatment in their home country, or
where compliance with the regulatory and disci-
plinary rules of the Spanish securities markets
is not assured.
Cross-border activities of Spanish ISFs
Spanish ISFs intending to open a branch or
provide services without a branch in a non-EU
country must first obtain an authorisation from
the CNMV. The provision of services without a
branch in a Member State merely requires prior
notification to the CNMV, specifying the activi-
ties, which are to be carried on.
Where a Spanish ISF or a group of Spanish
ISFs intends to create a foreign ISF or intends
to acquire a holding in an existing foreign ISF,
and such company is going to be established or
is domiciled in a non-EU country, prior authori-
sation of the CNMV shall be required.
7.4. Investment Guarantee Fund (FGI)
Directive 97/9/EC of the European Parlia-
ment and of the Council of the 3 March 1997 on
investor-compensation schemes, now being in-
corporated into Spanish law, required the intro-
duction and official recognition in the territory of
each Member State of one or more investor-
compensation schemes, so that no investment
firm authorised in that Member State may carry
on investment business unless it belongs to
such a scheme.
Pursuant to the above, FGIs (similar to the
deposit guarantee funds of credit institutions)
are now regulated for the first time to ensure
that investors are covered in the event of situa-
tions of insolvency or when ISFs are unable to
meet their obligations to investors. Such obliga-
tions include both those arising from the provi-
sion of their services and from the supplemen-
tary activity of custody and administration of fi-
nancial instruments. However, FGIs are not giv-
en certain other functions which deposit guar-
antee funds have (such as to take preventive or
restructuring measures).
FGIs shall be created as separate pools of
assets, without their own legal identity, which
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shall be represented and managed by one or
more management companies with the status
of a public limited company. The capital of the
latter shall be distributed among the investment
services firms belonging to the FGI in the same
proportion as their contributions to its/their re-
spective funds.
The following shall join an FGI:
— Spanish ISFs are obliged to join. Nonethe-
less, regulations may provide for certain ex-
ceptions.
— The branches of Community ISFs may join
voluntarily.
— The branches of non-EU ISFs shall be sub-
ject to such rules as may be established in
regulations.
An ISF may be excluded from the FGI when
in breach of its obligations. This entails the au-
tomatic revocation of the authorisation granted
to the firm. The guarantee of the FGI shall ex-
tend to clients who have made their invest-
ments up to that time. The CNMV shall have
the power to order exclusion, after a report from
the fund’s management company. The exclu-
sion ruling must be disseminated sufficiently to
ensure that the clients of the ISF concerned are
immediately aware of the measure taken.
It should be noted that investors who are un-
able to obtain directly from a member institution
repayment of the amounts or return of the secu-
rities or instruments belonging to them may ap-
ply to the management company of the same
for execution of the guarantee provided by the
fund, in any of the following circumstances:
a) When the institution has been declared in-
solvent.
b) Where proceedings applying for a declara-
tion of suspension of payments by the insti-
tution have been instituted.
c) Where the CNMV declares that the FSI is
apparently unable to meet its obligations to
its investors, provided that the latter have
requested the return of their funds and
have not obtained satisfaction from the in-
stitution within 21 business days.
As regards their tax regime, it should be not-
ed that FGIs shall enjoy an exemption from the
indirect taxes which may be payable in connec-
tion with their establishment, their operations
and the acts and transactions they may perform
in pursuit of their objectives. The exemption
shall also cover transactions subject to indirect
taxes, the amount of which shall be charged to
them in accordance with the provisions regulat-
ing the taxes.
7.5. Redefinition of the rules of conduct
and sanctioning regime for ISFs
The new arrangements for the securities
market have obliged both the rules of conduct
and the scope of supervision of the CNMV and
its sanctioning regime to be redefined. Thus,
the ISFs, credit institutions and persons or enti-
ties operating in the securities market must ob-
serve the rules of conduct laid down in the Law
and its implementing provisions and those con-
tained in its own internal conduct regulations.
These institutions must give absolute priority
in their operations to their clients’ interests, in
conformity with the spirit already indicated in
Law 24/1988, and where there is a conflict of in-
terests between different clients, no particular
client shall be given any special preference.
Other principles of good conduct are: diligent
and transparent dealings with clients, orderly
and prudent management, etc.
The new Law specifies the meaning of privi-
leged information, this being information of a
specific nature which refers to one or more se-
curities and one or more issues, which has not
been made public and which, if it were to be,
might influence or would have influenced signif-
icantly the price of such securities. Likewise, it
specifies the measures which firms must take to
ensure that secret or privileged informationi s
not, directly or indirectly, accessible to the staff
of the same institution who provide their ser-
vices in a different area of activity, so that each
function is exercised autonomously.
7.6. Other issues
The thirteenth additional provision to Law
37/1998 makes certain amendments to Royal
Legislative Decree 18/1982 of 24 September
1982 on the deposit guarantee funds of credit
institutions, in order to afford protection to in-
vestors who have entrusted money, securities
or other financial instruments to them for the
provision of some investment service. The pro-
vision cited indicates the circumstances which
give rise to such protection (insolvency or sus-
pension of payments preventing the return of
the securities, or the proven impossibility of se-
uring their return), the obligation to compen-
sate in cash and the way in which the funds
shall be subrogated to the rights of the compen-
sated investors. Finally, in the event that a
fund’s resources are exhausted, the possibility
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is envisaged of imposing special levies on the
members, in proportion to their current contribu-
tions.
The fourth additional provision to the same
Law provides for the possibility of creating, with
due legal certainty and transparency, mortgage
securitisation funds, regulated by Law 19/1992
of 7 July 1992, made up of shares in impaired
mortgage loans, provided that such loans and
the mortgages created to secure them meet the
other requirements laid down in the mortgage
market legislation, mechanisms or instruments
are established to improve their credit quality
and they are duly supervised by the CNMV.
Finally, the fifteenth additional provision
should be mentioned. This makes various
amendments to the consolidated text of the
Public Limited Companies Law, approved by
Royal Legislative Decree 1564/1989 of 22
March 1989. As a result companies are permit-
ted to issue shares without voting rights which
will give entitlement to the same dividends as
ordinary shares, and it is possible for r e pu r-
chaseable shares to be issued. The latter may
be repurchased upon the request of the issuer
itself (in which case they shall have a minimum
duration of three years) or their holders or both.
They shall be repurchased using profits, dis-
tributable reserves or the proceeds of a new is-
sue of shares.
8. REFORM OF THE LAW GOVERNING
COLLECTIVE INVESTMENT
UNDERTAKINGS
Law 37/1998 (already mentioned above)
also amends certain provisions relating to col-
lective investment undertakings (CIUs). First,
the functions of the CNMV are reinforced to fa-
cilitate the setting up of CIUs; the corporate ob-
jects of CIU managers are widened; a new type
of institution is added to the existing ones,
namely that of the Fund of Funds ( u m b r e l l a
fund) and Principal and Subordinate Funds, a
category of securities fund characterised by
having most of their funds in the securities of
other CIUs.
Three new categories of CIU are created:
fund closed-end investment companies (SIMF),
fund open-end investment companies (SIM-
CAVF) and fund securities funds (FIMF), which
are characterised by investing most of their as-
sets in the shares or other equity of one or
more financial CIUs.
Within these categories, subordinate and
principal CIUs are distinguished. Subordinate
CIUs are those which invest in a single CIU,
their Spanish acronyms being: SIMS, SIMCAVS
and FIMS. Principal CIUs are those whose
shareholders are subordinate CIUs, their Span-
ish acronyms being: SIMP, SIMCAVP and
FIMP. Rules on investments in the shares or
other equity of one or more CIUs, on risk diver-
sification, minimum capital ratios, valuation and
accounting, and for share subscription and re-
demption will be established in regulations.
Also, closed-end (SIMs) and open-end (SIM-
CAVs) investment companies can be set up as
securities funds (FIMs) which invest most of
their assets in securities not traded on regulat-
ed securities markets; and as securities funds
(FIMs) or money-market funds (FIAMMs), as
well as any financial CIU in the form of a mutual
fund whose shareholders are exclusively institu-
tional or professional investors.
At the same time, the rules on the invest-
ments of CIUs in derivative instruments are
more clearly stated; and, as regards CIU man-
agement companies, on one hand they are at-
tributed the power to market securities repre-
senting CIUs, and, on the other, the provision
for intervention and supervision is extended.




Royal Decree 276/1989 of 22 March 1989,
established that natural and legal persons not
connected with securities-dealer companies
and securities agencies can perform their activi-
ties, as representatives of the latter, without this
being considered to violate the principal of ex-
clusivity, when their actions are carried out for
and on behalf of a single securities-dealer com-
pany or securities agency. These representa-
tion relationships must be notified by the securi-
ties-dealer companies and securities agencies
to the CNMV. Subsequently, CNMV circular
7/1989 of 5 December 1989, specified the way
such notice must be given and the publicity re-
quired.
Recently, the CNMV has regulated, by
means of CNMV circular 5/1998 of 4 November
1998 (BOE of 19 November 1998), a new pro-
cedure for notifying such representation rela-
tionships, simplifying the present procedure. It
hould be pointed out that the principle of exclu-
sivity and of compulsory declaration of the ac-
tivities to be performed by the representative
will appear in the contractual documents. As re-
gards the method and period for notifying repre-
sentation relationships to the CNMV, the forms
included in this circular must be used and sub-
mitted by a computerised medium, in accor-
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dance with the technical requirements estab-
lished by the Commission, within the 20 days
following the end of each calendar quarter.
Finally, the above-mentioned decree re-
moves the obligation on credit institutions (46)
to notify the CNMV of the activities of their
agents in the securities market, provided that
they are included in the programme of activities
that the institution has declared to the Banco de
España.
10. CHANGE IN THE LEGAL REGIME F O R
CURRENCY-EXCHANGE BUREAUX
Law 13/1996 of 30 December 1996 (47), on
fiscal, administrative and social measures,
which accompanied the 1997 Budget Law,
pointed to the need to complete the regulation
of currency-exchange bureaux, other than cred-
it institutions, with more comprehensive legisla-
tion, similar to that in other European countries,
regarding the persons who perform such opera-
tions, authorising the government to implement
the same. This has now been done by Royal
Decree 2660/1998 of 14 December 1998 (BOE
of 15 December 1998), which regulates the ac-
tivity of these establishments while giving due
regard to free competition and the proper pro-
tection of clients.
As regards its scope of application, the activ-
ity of currency-exchange bureaux, whatever
they may be called, is widened to include not
only the exchange of currency (the purchase
and sale of foreign banknotes) but also the
management of transfers received from or sent
abroad through credit institutions. Currency-ex-
change bureaux authorised to make such trans-
fers shall channel the movements of debits,
credits and settlements of balances which arise
or are necessary to perform this activity through
accounts with credit institutions operating in
Spain. Likewise, settlement by clients, orderers
or beneficiaries of the transfers, where the
amount exceeds PTA 500,000, shall necessari-
ly be made by crediting or debiting the amount
to a bank account in the name of the currency-
exchange bureau.
Authorisation to engage in this activity shall
still be given by the Banco de España and shall
be granted providing the following requirements
are fulfilled:
a) The owners of the bureaux and, as the
case may be, the partners, managers,
managing directors, and the like shall be
persons of recognised business and pro-
fessional integrity.
b) Bureaux shall have the legal status of a
public limited company with the sole object
of engaging in transactions to buy and sell
foreign banknotes and travellers cheques
and to manage cross-border transfers.
c) Their share capital shall be fully subscribed
and paid up in cash. Its amount shall de-
pend on the transactions to be performed:
when their objects are limited exclusively to
the sale and purchase of foreign banknotes
and travellers cheques it shall be PTA 10
million; and when their objects also include
the management of cross-border transfers
for various purposes it shall be PTA 300
million.
d) They shall have taken out insurance
against the liabilities that may arise from
their activities of managing cross-border
transfers, for an amount of between 50 and
100 million pesetas, depending on the cir-
cumstances.
Among the obligations of the currency-ex-
change bureaux, the Royal Decree mentions
exchange rates and the protection of clients,
the recording of transactions and obligations to
provide information to the Banco de España. As
regards the exchange rates applicable to for-
eign-currency buying and selling transactions,
these shall be freely determined, provided that
the rules on publicity, transparency and client
protection that may be established by the provi-
sions implementing this Royal Decree are ob-
served. As regards the recording of transac-
tions, bureaux must identify individually the per-
sons who participate in transactions and report
to the Banco de España and the tax authorities
in the manner and subject to the limits laid
down by current legislation. In particular, when
a bureau performs cross-border transfer man-
agement operations for a single client for an
amount of more than PTA 500,000, it shall first
obtain all material data on the transfer: full iden-
tification of both the orderers and beneficiaries,
their tax identification codes, the amount and
the reason for the transfer. Finally, currency-ex-
change bureaux must send to the Banco de Es-
paña such information as it may request of
them regarding their accounting statements,
boards of directors and any other similar data
that it may deem appropriate.
Lastly, the Royal Decree specifies the super-
vision and sanctioning regime for currency-ex-
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(46) This obligation shall however continue to exist for
portfolio management companies.
( 4 7 ) See “Regulación financiera: cuarto trimestre de
1996”, in Boletín económico, Banco de España, January
1997, p. 115.
change bureaux. The Banco de España shall
be responsible for supervising and inspecting
their activities, and may request all such finan-
cial, accounting or other information as it shall
deem fit to perform its functions. As for the
sanctioning regime, it shall be that laid down in
Law 26/1988 of 29 July 1988 on the discipline
and administration of credit institutions, adapted
to the particular characteristics of currency-ex-
change bureaux, and it may result in the revo-
cation of their authorisation.
11. MUTUAL GUARANTEE COMPANIES:
INFORMATION ON THEIR MINIMUM
OWN FUNDS
Law 1/1994 of 11 March 1994 (48) on mutu-
al guarantee companies (MGCs), amended the
regulation of these entities (49). The aim was to
facilitate the expansion of the mutual guarantee
system, thereby improving the access of small-
and medium-sized companies to finance and
making MGCs genuine instruments of business
promotion. Among the changes included in the
Law, was the classification of MGCs as finan-
cial institutions, which helps to clarify the posi-
tion of these companies within the Spanish fi-
nancial system; the system of administrative
authorisation of the Ministry of Economy and Fi-
nance for their establishment; and an increase
in solvency and liquidity requirements. Subse-
quently, Royal Decree 2345/1996 of 8 Novem-
ber 1996(50) on the administrative authorisa-
tion rules and solvency requirements for MGCs,
laid down the minimum solvency requirements,
the minimum amount of own funds, and the
conditions under which these companies may
issue bonds.
The Banco de España has recently issued
Banco de España Circular 10/1998 of 27
November 1998 (BOE of 9 December 1998),
which lays down the information MGCs must
submit in relation to the own-funds ratio, their
mandatory investments, and the limit on tangi-
ble fixed assets and the shares and other equity
regulated by said Royal Decree 2345/1996. It
also reproduces some of the provisions of this
Decree to facilitate compliance therewith.
Given that the MGCs are subject to the
same regime as credit institutions as regards
the solvency ratio, currency risk and limits on
large risks, the Circular specifies this regime by
referring to Banco de España Circular 5/1993 of
26 March 1993 (51), on the determination and
monitoring of own funds, including in its text
only the special rules which the particular char-
acteristics of the MGCs make appropriate. In
this respect, the MGCs shall send weekly (52)
returns to the Banco de España, in the forms in-
cluded in the annex to the Circular, relating to:
compliance with the minimum own-fund require-
ments; eligible own funds; the own-fund re-
quirements for credit, counterparty and curren-
cy risk; the limits on large risks and the limit on
tangible fixed assets and the shares, other eq-
uity and bonds in which the own-funds are in-
vested.
As Royal Decree 2345/1996 obliges these
companies to send their current articles of as-
sociation to the Banco de España for registra-
tion, the Circular extends to the MGCs the rules
established for credit institutions in Banco de
España Circular 7/1993 of 27 April 1993, to en-
sure that this obligation is applied uniformly to
all the institutions subject to it.
Finally, in view of Spain’s adoption of the
single currency and in order to facilitate the
treatment of the accounting and statistical infor-
mation sent to the Banco de España, the Circu-
lar takes the opportunity to require MGCs, as
from 1 January 1999, to express their prudential
and year-end returns in thousands of Euro.
12. VENTURE-CAPITAL ENTITIES
AND THEIR MANAGING ENTITIES
The legal regime for venture-capital entities,
initially contained in Royal Legislative Decree
1/1986 of 14 March 1986, on urgent administra-
tive, financial, fiscal and labour measures, has
been subject to a number of amendments aim-
ing to bring it up to date(53).
Law 1/1999 of 5 January (BOE of 6 January
1999) has now been promulgated in order to
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( 4 8 ) See “Regulación financiera: primer trimestre de
1994”, in Boletín económico, Banco de España, April 1994,
pp. 98 and 99.
(49) Royal Decree 1885/1978 of 26 July, regulated for
the first time the legal, fiscal and financial regime for mutual
guarantee companies set up under Royal Legislative De-
cree 15/1977 of 25 February.
( 5 0 ) See “Regulación financiera: cuarto trimestre de
1996” in Boletín económico, Banco de España, January
1997, pp. 109 and 110.
( 5 1 ) See “Regulación financiera: primer trimestre de
1993”, in Boletín económico,Banco de España, April 1993,
pp. 88 and 89.
( 5 2 ) Although the Banco de España may request cer-
tain institutions, depending on their particular circum-
stances, to send their returns quarterly.
( 5 3 ) Worthy of note are those introduced by Law
33/1987 of 23 December, Law 3/1994 of 14 April, whereby
Spanish law on credit institutions is adapted to the Second
Banking Directive, and those effected by Royal Legislative
Decree 7/1996 of 7 June, on urgent measures of a social
nature and for the promotion and deregulation of economic
activity.
establish a stable and complete legal frame-
work for these entities. This establishes and re-
inforces the foundations enabling these entities
to continue promoting and fostering small- and
medium-sized non-financial firms engaged in
activities relating to technological innovation or
other activities, through the acquisition of tem-
porary holdings in their capital.
Among the main changes introduced by the
Law is the establishment of a legal regime for
authorisation, supervision, inspection and sanc-
tioning comparable to that which applies to the
other entities operating in Spanish financial
markets. Accordingly, the CNMV is conferred
most of the powers of supervision over the new
entities: venture-capital companies (SCRs),
venture-capital funds (FCRs) and their manag-
ing companies. The Law even allows CIU man-
agement companies to manage FCRs or the
assets of SCRs.
SCRs are public limited companies whose
main corporate object is to take temporary hold-
ings in the capital of unlisted non-financial firms.
In order to facilitate the pursuit of this object,
venture-capital companies may grant equity
loans or other forms of financing to the compa-
nies in which it takes holdings. Likewise, they
may provide professional consultancy to the
companies in which they take holdings. As for
FCRs, these are funds administered by a man-
agement company and they have the same
main object as SCRs.
Equity loans, already regulated by Royal
Legislative Decree 7/1996 of 7 June 1996(54),
on urgent measures of a social nature and for
the promotion and deregulation of economic ac-
tivity, are characterised by a variable rate of in-
terest fixed in accordance with the activity of the
borrowing companies, as measured by criteria
such as: net profit, turnover, total assets or any
other indicator that may be freely agreed upon
by the contracting parties. With regard to the
priority of claims, equity loans shall be ranked
behind unsecured creditors, and shall be
deemed to be own funds, as defined in com-
mercial law. Finally, the interest accrued shall
be deductible from the borrower’s corporate in-
come tax base.
As regards investment policy, the line fol-
lowed by Royal Legislative Decree 7/1996 is
extended. Thus, they shall hold at least 60 % of
their assets in the shares and other equity of
firms that come within the scope of their corpo-
rate objects. Of this percentage they may
assign up to 30 % of their assets to equity loans
to firms that come within the scope of their cor-
porate objects. The rest of their assets may be
held in other assets, such as fixed-income se-
curities traded on organised secondary mar-
kets, holdings in the capital of other firms, in
cash, to satisfy the liquidity ratio, according to
the terms that may be determined regulations,
tc. In the case of SCRs, they shall hold 20 %
of their assets in fixed assets necessary for car-
rying on their activity.
With respect to the investment limits, ven-
ture-capital entities may not invest more than
25 % of their assets in a single firm, nor more
than 35 % in firms belonging to the same group
of companies.
Other important sections of the law refer to
significant holdings, as well as the supervision,
inspection and sanctioning regime for these en-
tities.
Finally, the Law takes the opportunity to
boost and favour the financial activity known as
“factoring”, in particular, reinforcing the protec-
tion of certain assigned loans against the insol-
vency of the assignor or ultimate debtor.
13. NATIONAL ELECTRONIC CLEARING
SYSTEM: GENERAL SUBSYSTEM
OF CHEQUES TO PAY FOR FUEL
AND TRAVEL
Among the numerous exchange subsystems
provided for by the National Electronic Clearing
System (SNCE) Regulation, the Banco de
España, by means of Banco de España Circu-
lar 8/1998 of 30 October 1998 (BOE of 19
November 1998), has published the rules of op-
eration for the new general subsystem of fuel
and travelcheques (implemented by Regulation
SNCE-06).
The purpose of this subsystem is to process
certain documents (55) by extracting the repre-
sentative data from the original documents and
exchanging it by electronic transmission, for the
purposes of collection from the paying and issu-
ing entity, as well as the clearing of the relevant
amount, reconciliation and the establishment of
the respective resulting positions for notification
to the Banco de España Settlement Service
(SLBE).
As in the other subsystems, the original doc-
uments are not exchanged in this one either,
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1996”, in Boletín económico, Banco de España, July-Au-
gust 1996, pp. 68-72. (55) Being cheques to pay for fuel and travel.
but rather the representative data, which are
transmitted electronically. The subsystem oper-
ations are performed on the basis of these data.
The participating entities are those entered
in the SNCE Register of member entities which
have submitted an application to the Banco de
España in the manner laid down in the Circular.
In addition, the payee must correspond to the
entity holding the documents and the ad-
dressee must be the entity paying and issuing
the same.
Finally, the Circular specifies the commit-





Insurance activity and activity relating to
pension schemes and funds have evolved
apace in Spain. This has made it necessary to
make parallel amendments to the law governing
and the public supervision of such activities.
Likewise, Spain’s commitment to fully adapt its
legislation to Community law has required it to
do so with respect to private insurance. These
two factors – primarily – prompted the publica-
tion of Private Insurance Law 30/1995 of 8
November 1995 (56), which repealed Private
Insurance Law 33/1984 of 2 August 1984. Law
30/1995 incorporated essential and necessary
aspects of Community legislation, but by no
means completed the harmonisation of Spanish
law in relation to private insurance with the
body of existing Community law. Moreover, the
Law made constant references to the neces-
sary subsequent implementing regulation.
This regulation has now been published as
Royal Decree 2486/1998 of 20 November 1998
(BOE of 25 November 1998). At the same time
as it adapts Spanish law to the Community law
pending incorporation (57), it clarifies and spec-
ifies the content of Law 30/1095 whenever nec-
ssary. Also, it repeals, as from 1 January (the
effective date) the current Private Insurance
Regulation, approved by Royal Decree
1348/1985 of 1 August 1985.
As regards the content of the Regulation,
like the Law it can be divided into two major
parts: regulation of the activity of insurance un-
dertakings domiciled in Spain subject to super-
vision by the Ministry of Economy and Finance;
and the regulation of the activity of foreign in-
surers when they operate in Spain, distinguish-
ing between those domiciled in the European
Economic Area (EEA) and those domiciled in
third countries.
14.2. Scope
This regulation applies to private insurance
and, in particular:
a) Direct life assurance, direct insurance other
than life assurance and reinsurance.
b) Capitalisation operations based on actuari-
al techniques consisting of obtaining com-
mitments with a specified duration and
amount in exchange for single or periodic
payments fixed in advance.
c) Operations that are preparatory or supple-
mentary to those of insurance or capitalisa-
tion performed by insurance undertakings
in their function of channelling saving and
investment.
d) Loss prevention activities connected with
insurance activity using own resources,
which tend to reduce the risk, reduce
and/or cancel out the consequences of the
loss or stimulate loss prevention.
14.3. Legal regime for Spanish insurance
undertakings
14.3.1. Administrative authorisation to
engage in the activity
Prior administrative authorisation is needed
from the Ministry of Economy and Finance to
engage in insurance activity. Authorisation per-
mits insurance undertakings to perform opera-
tions only in those branches for which they
have been given specific authorisation and in
respect of any of their ancillary or complemen-
tary risks, where appropriate. They shall adjust
their rules of action to the programme of activi-
ties, articles of association and other require-
ments determined in the authorisation.
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( 5 6 ) See “Regulación financiera: cuarto trimestre de
1995”, in Boletín económico, Banco de España, January
1996, pp. 86-91. 
(57) The new regulation, in a way which is hardly usual
for this kind of implementing legislation incorporates into
Spanish law Coucil Directive 92/49/EEC of 18 June 1992,
on the coordination of laws, regulations and administrative
provisions relating to direct insurance other than life assur-
ance; Council Directive 92/96/EEC of 10 November 1992
on the coordination of laws, regulations and administrative
provisions relating to direct life assurance; and certain as-
pects pending incorporation of Council Directive
91/674/EEC of 19 December 1991, and of Council Directive
91/371/EEC of 20 June 1991. 
14.3.2. Conditions for engaging in the activity
The regulation, like the Law, specifies a
number of financial guarantees that insurance
undertakings must comply with in their activi-
ties. The following are worth highlighting:
a) Technical reserves.Insurance undertakings
shall be obliged to establish and maintain
technical reserves of a sufficient amount to
guarantee, applying prudent and reason-
able criteria, all the obligations arising un-
der their insurance and reinsurance con-
tracts, as well as to maintain the necessary
stability of the undertaking in the face of
random fluctuations in or cycles of claims
and possible special risks. The regulation
specifies the different technical reserves,
which shall be calculated and established
in accordance with the criteria laid down in
said Regulation.
As regards the cover of these reserves,
insurance and reinsurance undertakings
shall be obliged to cover all the technical
reserves that are a consequence of direct
insurance and accepted reinsurance opera-
tions, without any deduction being permit-
ted for reinsurance. Composite undertak-
ings shall manage the investments ear-
marked to cover the technical reserves cor-
responding to each activity separately,
identifying those assigned to each of them.
The regulation specifies suitable as-
sets, the maximum percentages which may
be invested in each and the criteria for
valuing such investments, in accordance
with principles of consistency, return, safe-
ty, liquidity, dispersion and diversification,
taking into account the type of operations
performed and the obligations assumed by
the undertaking.
b) Solvency margin and guarantee fund. I i-
vidual insurance undertakings and, where
applicable, the consolidable groups to
which they belong must maintain, at all
times, with respect to all their activities in
and outside Spain, sufficient unobligated
assets as a solvency margin. As regards
consolidable groups, the consolidated un-
obligated assets shall cover the legal sol-
vency requirements applicable to the
group, which will take into account the in-
surance and reinsurance operations per-
formed between the undertakings belong-
ing to it. The legal solvency requirements
shall be calculated in accordance with the
legislation applicable in each country in
which the undertakings belonging to the
group are domiciled.
In the case of composite insurance un-
dertakings, calculation of the solvency mar-
gin and compliance with the legal minimum
shall be done separately for the life and non-
life activities.
The regulation, after setting out the
items making up the unobligated assets,
both of insurance undertakings and the
consolidable groups to which they belong,
establishes the minimum solvency margin
for life assurance and also for non-life busi-
nesses. Finally, mention is made of the
items making up the guarantee fund which
must be evidenced in order to engage in
each activity.
14.3.3. Other specific requirements
The regulation also stipulates some other
more specific requirements which must be sat-
isfied when insurance activity is performed. For
example, the accounts for the operations must
be adapted to the Chart of Accounts for Insur-
ance undertakings, approved by Royal Decree
2014/1997 of 26 December 1997 (58), and its
implementing provisions. Consolidable groups
must keep consolidated accounts, the Direc-
torate General of Insurance (Dirección General
de Seguros, DGS) being responsible for their
supervision, on a consolidated basis.
14.3.4. Portfolio transfer
One important aspect of insurance activity is
portfolio transfer, which requires authorisation
from the Ministry of Economy and Finance. Cer-
tain documentation – specified in the regulation
– must be submitted to the DGS. Subsequently,
the Ministry of Economy and Finance shall re-
solve the opening of a one-month period of
public information for policyholders to notify the
DGS of any reasons they may have to oppose
the transfer. When this period has expired and
any statement of disagreement has been exam-
ined, the appropriate ministerial order shall be
issued. Pursuant thereto, the portfolio shall be
transferred and the administrative authorisation
of the transferor declared revoked.
14.3.5. Revocation of the administrative
authorisation
The administrative authorisation to engage
in insurance activity shall be revoked by the
Ministry of Economy and Finance in certain
cases, including the following:
a) When the insurance undertaking specifical-
ly renounces it.
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in Economic bulletin, Banco de España, January 1998,
pp.89-90.
b) When the undertaking has not commenced
its activity within one year or has ceased to
perform it for a period of more than six
months.
c) When the insurance undertaking makes a
general transfer of its portfolio in one or
more businesses.
d) When the insurance undertaking ceases to
comply with any of the requirements estab-
lished for the grant of the authorisation, be-
comes liable to be wound up, or has had
the administrative sanction of revocation of
the authorisation imposed on it.
Likewise, the regulation envisages the wind-
ing up of insurance undertakings, as well as
their administration which, in certain cases, may
be resolved by the DGS in order to safeguard
the interests of policyholders and insureds or
other insurance undertakings.
14.4. Cross-border activity of insurance
undertakings
14.4.1. Cross-Border activity of Spanish
insurance undertakings within 
the EEA
Spanish insurance undertakings which have
obtained an authorisation valid for the perfor-
mance of their activity in the EEA may pursue
their activities both under the right of establish-
ment – by means of the opening of branches –
and under the freedom to provide services
throughout its territory, with the exception of in-
surance operations whose risks are covered by
the Insurance Compensation Consortium (Con -
sorcio de Compensación de Seguros) and cer-
tain life and non-life operations.
Spanish insurance undertakings operating
under the right of establishment must annually
submit to the DGS statistical and accounting in-
formation on the activity performed in each EEA
member state. As regards the establishment of
branches, insurance undertakings shall submit
to the DGS the documentation referred to in the
regulation and the latter, if it raises no objec-
tions, shall send it to the supervisory authority
of the Member State of the branch.
Spanish insurance undertakings proposing
to operate in one or more EEA member states
under the freedom to provide services must first
notify the DGS of their business project, as well
as the nature of the risks or commitments they
intend to guarantee. In turn, if the DGS is not
opposed to this activity, it will send the docu-
mentation to the supervisory authorities of the
Member States in which the undertaking wishes
to perform the activities.
14.4.2. Cross-Border activity of foreign
insurance undertakings in Spain
A) Domiciled in other EEA member countries
Insurance undertakings domiciled in EEA
member countries which operate in Spain under
the right of establishment – by opening branch-
es – or under the freedom to provide services
must present, on the same terms as Spanish in-
surance undertakings, all the documents re-
quired of them by the DGS, in order to verify
that they are observing in Spain the legal rules
and regulations applicable to them.
As regards the establishment of branches,
foreign insurance undertakings shall present to
the DGS the same documentation as the regu-
lation stipulates for Spanish undertakings, as
well as a certificate evidencing that the under-
taking satisfies the minimum solvency margin
legally required for the businesses or risks in
which it is authorised to operate. The branch
may be established and its activity in Spain
commenced when the supervisory authority of
the home Member State notifies it that the DGS
has given its approval or has specified the con-
ditions on which, for reasons of general interest,
such activities must be performed in Spain.
Insurance undertakings domiciled in other
EEA member states may commence activity in
Spain under the freedom to provide services
from when they receive notice that the supervi-
sory authority of the home Member State has
sent the DGS the relevant communication.
They shall be obliged to designate a represen-
tative – an individual normally resident or an en-
tity established in Spain – to represent them for
tax purposes.
B) Domiciled in countries that are not
members of the EEA
Insurance undertakings domiciled in coun-
tries that are not members of the EEA require
the prior administrative authorisation of the Min-
istry of Economy and Finance to be able to es-
tablish branches in Spain. To obtain this, the
undertakings must send to the DGS the docu-
mentation specified in the regulations. When
authorisation has been granted, the branch may
perform its insurance activity in Spain provided
that its risks are situated and its commitments
assumed in Spain, with the exception of the as-
sets which correspond to that part of the sol-
vency margin which exceeds the amount of the
guarantee fund, which may be domiciled in any
EEA country.
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14.5. Other matters
Other aspects addressed by the regulation
relate to the alteration of status, merger and de-
merger of insurance undertakings. In all cases,
authorisation from the Ministry of Economy and
Finance is necessary, for which purpose the rel-
evant documentation set out in the regulation
must be submitted to the DGS. As for the eco-
nomic interest groupings and joint ventures that
may be formed, information on the constituent
undertakings and the shareholders or persons
responsible for their management should be
submitted to the DGS along with a certified
copy of the deed of formation and their statutes.
Finally, the sanctioning regime provides for
the possibility of special intervention measures
or, where applicable, administration, pursuant
to Law 30/1995.
15. REFORM OF PERSONAL INCOME TAX
The 1977 tax reform, contained in Law
44/1978 of 8 September 1978, involved a far-
reaching overhaul of personal income tax
(IRPF). Subsequently, experience showed the
desirability of changes to some aspects of this
tax, which were enacted in Law 48/1985 of 27
December 1985. Later, the regulation of the tax
entered a provisional period following the Con-
stitutional Court judgment of 20 February 1989,
which declared certain articles on the taxation
of households unconstitutional. This led to its
urgent amendment by Law 20/1989 of 28 July
1989, and subsequently Law 18/1991 of 6 June
1991(59), which included a number of changes
to adapt the Spanish tax system to that existing
in other Community countries.
Since 1991 the problems with the above-
mentioned regulation have worsened. On one
hand, this has been due to the excessive com-
plexity of the tax and the dispersion and lack of
organisation of its provisions, as a conse-
quence of the successive adjustments and
amendments made to it over these years. On
the other hand, the need to adapt the tax to the
model existing in other industrial countries,
against a background of economic globalisa-
tion, has made radical revision necessary. This
has been effected through the publication of
Personal Income Tax Law 40/1998 of 9 Decem-
ber 1998 (BOE of 10 December 1998), which
shall come into force in fiscal year 1999. Imple-
mentation of this Law has commenced with
Royal Decree 1717/1998 of 18 December 1998
(BOE of 19 December 1998). This regulates
payments on account of IRPF and the tax on
the income of non-residents (discussed below),
and amends the regulation of corporate income
tax in relation to withholdings and payments on
account.
The core of the reform, in line with the model
of other European countries, is the establish-
ment of a personal and family tax-free al-
lowance (mínimo vital)which depends on the
taxpayer’s personal and family circumstances.
The tax is thus charged on the taxpayer’s dis-
posable income, i.e. after deducting an amount
to cover his own and his dependants needs.
This allowance shall be applied, first, to reduce
the general portion of the taxpayer’s taxable in-
come, which cannot become negative as a re-
sult of the reduction. The remainder, if any,
shall be used to reduce the special portion of
the taxpayer’s taxable income, which cannot
become negative either. As for the amount, the
personal allowance shall generally be PTA
550,000 per annum, although there are higher
amounts for the over-65s and the disabled, de-
pending in the latter case on the degree of dis-
ablement. As regards the family allowance, it
hall be PTA 100,000 per annum for each as-
cendant over the age of 65 who depends on
and cohabits with the taxpayer and whose in-
come, including tax-exempt income does not
exceed the national minimum wage. Likewise,
the family allowances shall include a minimum
amount of PTA 200,000 for each unmarried de-
scendant below the age of 25. This amount
shall be higher for descendants below the age
of three, to cover school materials between the
ages of 3 and 16, and for disabled descen-
dants.
In addition to the family allowance, the Law
includes other fiscal measures aiming to protect
and favour the family, such as the joint return,
the food exemption for pensions, the deduction
for investment in one’s habitual residence, and
favourable taxation of pensions with child bene-
ficiaries, etc.
As regards earned income, its taxation is
lowered through the application of a specific re-
duction for this type of income, so reducing the
weight of its contribution with respect to other
sources of income. Thus, certain reductions are
established for earnings received more than
two years after they accrued; for pensions and
public-sector supplementary pensions, as well
as most of the benefits received from general
mutual societies, pension schemes and other
insurance contracts. As regards the specific re-
duction, it affects all taxpayers who receive
such earnings, an amount of PTA 500,000 be-
105BANCO DE ESPAÑA / ECONOMIC BULLETIN / JANUARY 1999
FINANCIAL REGULATION: FOURTH QUARTER 1998
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1991”, in Boletín económico, Banco de España, July-Au-
gust 1991, pp. 63-64.
ing established for income of less than or equal
to PTA 1,350,000, and PTA 375,000 for income
of more than PTA 2,000,000. Between these
two limits an intermediate amount is estab-
lished, which is obtained by multiplying the dif-
ference by a coefficient. Also higher specific
amounts are established for the economically
active disabled, which depend on the degree of
disablement.
With the aim of releasing a large number of
taxpayers from the obligation to submit a tax re-
turn, the provisions thereon of Law 18/1991 has
been amended for recipients of earned income.
The total annual earnings exempt from the obli-
gation to submit returns and settle tax has been
raised significantly, to stand, generally, at PTA
3,500,000 as against the previous amount of
PTA 1,250,000. Consequently, taxpayers below
this threshold who satisfy the other requirements
laid down in the Law, and who, due to their eco-
nomic capacity, must pay tax, shall do so
through withholdings and payments on account.
To quantify the withholding rate, the Law
uses a method similar to that used to determine
the taxable income and the tax payable: first, to-
tal earned income is reduced by the amount of
certain deductible expenses, as well as the per-
sonal and family allowance for descendants,
producing a base for calculating the withholding
rate similar to the taxable income. Subsequently
the tax scale is applied to this base, producing a
withholding amount (which should correspond to
the tax payable in the return). Finally the with-
holding rate is obtained by dividing this amount
by the total amount of earned income. A maxi-
mum withholding rate of 48 % is established
against the 56 % of the previous legislation.
With regard to property income the estimat-
ed income from a habitual residence and the in-
terest on borrowed capital used to acquire or
improve such a residence are no longer rele-
vant. In the case of rented property, the amount
of deductible expenses – including the interest
on borrowed capital – may not exceed the
amount of the total income obtained.
With regard to income from capital n impor-
tant change has been made to the taxation of
saving, in an attempt to achieve a neutral treat-
ment of the various forms of saving: the tax on
income from capital at more than two years, like
bank deposits, is reduced, various exemptions
available in relation to so-called capital
gains/losses are abolished, the taxation of alter-
native systems to pension funds is clarified, and
a more favourable treatment is given to long-
term saving and income from insurance con-
tracts. Significant changes have also been
made to the system of withholdings on income
from capital, the rate being reduced from 25 %
to 18 % for income deriving from the transfer of
capital to third persons, i.e. the financial prod-
ucts most used by small savers, such as cur-
rent and fixed-term deposits. This reduction
does not apply to other income from capital
which, generally, remains subject to a 25 %
withholding rate. The base for the withholding
shall be calculated taking into account the re-
ductions provided for in the Law which depend
on the period between the accrual and receipt
of the income.
It should be noted that income from securi-
ties issued by the Banco de España which con-
stitute an instrument for intervening in the mon-
ey market and income from Treasury bills re-
main free from withholdings. Nonetheless, cred-
it institutions and other financial institutions
which enter into contracts with their clients for
accounts for Treasury bill transactions shall be
obliged to make withholdings on the income ob-
ained by the holders of such accounts.
Income deriving from the transfer of financial
assets with an explicit yield and, in the case of
corporate income tax payers, the income from
marketable fixed-income securities traded on
Spanish official secondary securities markets
shall also be free from withholdings on account
of IRPF, on the condition, in both cases, that
they are represented by book entries, the pur-
pose being to improve the efficiency of organ-
ised fixed-income markets and the financing of
Spanish firms and general government.
Turning to other matters, the terminology for
capital gains and losses has been changed.
They shall now be known as ganancias y pérdi-
das patrimonialesinstead of incrementos y dis-
minuciones de patrimonio. Both terms refer to
changes in the value of the assets of the tax-
payer revealed at the time of any alteration in
their composition, except where the law classi-
fies them as income. It should be stressed that
the new Law abolishes the threshold of PTA
500,000, beyond which net capital gains were
deemed to be made as a consequence of trans-
fers for consideration made during the calendar
year. It should be pointed out here that the cap-
ital gains generated by the transfer or redemp-
tion of shares or other equity representing the
capital or assets of CIUs have been incorporat-
ed into the withholding system, and are subject
to a 20 % rate. This is applied to gains deriving
from CIUs domiciled both in and outside Spain
obtained by their shareholders resident in
Spain. Income from life assurance contracts is
also subject to a 25 % withholding, although re-
ductions are applicable depending on the peri-
od between the accrual and receipt of the in-
come.
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As for the tax rates, there have been two
changes worth stressing. The tax burden has
been reduced, with a general reduction in rates,
including the lowest and highest rates, and the
brackets have been reduced in number and re-
defined. As regards the deductions from tax
payable, that for the acquisition of a habitual
residence is retained and those for payments
which coincide with the public interest, such as
donations, are favoured.
Finally, the rules on special regimes, mostly
regulated until now outside the law of the tax,
such as those for attributing income and collec-
tive investment undertakings are incorporated
into the Law. The regulations governing the ad-
ministration of the tax are modified, introducing
the necessary measures to improve and make
it more flexible, significantly reducing the num-
ber of persons submitting returns and avoiding
payments on account in excess of the net tax
payable.
16. INCOME OF NON-RESIDENTS
AND OTHER TAXATION PROVISIONS
The growing internationalisation of economic
relations and the role played by Spain in the
process of European integration, all the greater
since its admission to Stage Three of EMU,
have shown the need for a law to regulate the
taxation of non-residents in the area of income
tax in a unified manner. This has been achieved
with the publication of Law 41/1998 of 9 De-
cember 1998 (BOE of 10 December 1998), on
the income of non-residents and tax provisions.
The tax on the income of non-residents is a
direct tax charged on the income obtained in
S p a i n(60) by non-resident natural and legal
persons. In this respect, inter alia, the following
shall be considered income obtained in Spain:
a) Income from economic activities and opera-
tions carried out by a permanent establish-
ments situated in Spain.
b) Income from economic activities and opera-
tions obtained without a permanent estab-
lishment when the economic activities or
operations are carried out in Spain, or
when services are provided that are used in
Spain.
c) Earned income, inter alia, when it derives
directly or indirectly from work performed in
Spain.
d) Dividends and other income, interest, fees
and other income from capital, capital
gains, etc.
The Law also establishes certain cases in
which income shall be considered free of tax,
mong which it is worth stressing: income ob-
tained from government debt without a perma-
nent establishment and income from securities
issued in Spain by non-resident natural or legal
persons without a permanent establishment
As regards income obtained through a per-
manent establishment,the Law specifies its
component items, as well as the way in which
the tax base is determined. The rate applicable
to the tax base is 35 %, except when the activity
of the permanent establishment is oil exploration
and production, when the rate shall be 40% .
Permanent establishments are obliged to
keep separate accounts of their operations and
the assets deployed therein. They are also sub-
ject to the system of withholding of corporate in-
come tax on the income they receive, they are
obliged to make advance payments on the
same terms as entities subject to corporate in-
come tax and to make withholdings and pay-
ments on account on the same terms as entities
resident in Spain.
As regards income obtained without a per-
manent establishment,the rate of 25 % shall
generally be applied to the tax base determined
in accordance with the Law in order to obtain
the tax payable. Pensions and public-sector
supplementary pensions received by individuals
not resident in Spain shall be taxed in accor-
dance with the scale reproduced in the Law, the
rates of which range from 8 % for the lowest
pensions to 40 % for the highest. In general, the
earned income of non-resident individuals will
be taxed at 8 %, provided that other specific le-
gal provisions are not applicable. Other income
worth mentioning is that derived way from rein-
surance operations, taxed at 1.5 %, and that
derived from capital gains at 35 %.
In addition taxpayers operating in Spain
without a permanent establishment shall be
obliged to make withholdings and payments on
account with respect to the earned income they
pay, as well as in respect of other income sub-
ject to withholding which constitutes a de-
ductible expense for the obtaining of income.
After determining the persons obliged to
make the withholdings end payments on ac-
count with respect to the income subject of this
tax, the Law specifies the limits or, if there ex-
ists a convention for the avoidance of double
taxation, the rules applicable.
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( 6 0 ) All this without prejudice to the regional tax
regimes of the Basque country and the region of Navarra. In
the Canaries, Ceuta and Melilla the special features result-
ing from the application of their specific legislation shall be
taken into account.
Book-entry government debt market regis-
tered dealers shall be obliged to withhold and
pay to the Treasury, on behalf of the taxpayer,
the amount of this tax corresponding to in in-
come from the Treasury bills and other securi-
ties representing the government debt as estab-
lished by a sheet Ministry of Economy and Fi-
nance obtained by investors are not resident in
Spain without a permanent establishment, pro-
vided that the exemptions for income from their
respective instruments provided for in the Law
are not applicable.
Another section of the Law relates to the
special tax on the property of non-resident enti-
ties, charged on property or the right to the use
and enjoyment thereof. The tax base is the offi-
cially assessed value of the property ( v al o r
catastral) or, where applicable, the value deter-
mined in accordance with the provisions appli-
cable for the purposes of wealth tax (impuesto
sobre el patrimonio). The special rate shall be
3 %. The Law establishes certain cases in
which this tax shall not be payable, including,
for example, by foreign States and public insti-
tutions and international agencies, entities with
the right to the benefit of an international con-
vention for the avoidance of double taxation,
when the applicable convention contains a
clause for the exchange of information, by com-
panies listed on officially recognised secondary
securities markets and entities which continu-
ously or habitually carry on economic opera-
tions in Spain that amount to more than merely
holding or leasing the property.
Taxpayers who are individuals resident in an
EU Member State, who have obtained during
the year at least 75 % of all their income in
Spain, either as earned income or through eco-
nomic activities, may opt to be taxed as Span-
ish IRPF taxpayers. The relevant tax regime
shall be developed in regulations.
Finally, this Law, which entered into force on
1 January, makes the necessary references to
the IRPF and the corporate income tax to avoid
potential legal loopholes which could arise from
the replacement of the provisions referring to
the obligation to pay tax on property contained
in that Law.
17. NEW OBLIGATIONS TO SUPPLY
INFORMATION TO THE TAX
AUTHORITIES
In recent years the obligations to provide in-
formation to the tax authorities on economic,
professional and financial relations with third
persons have been increased. Thus, in an addi-
tional provision to Law 13/1996 of 30 December
1996, the obligation was established for credit
institutions and all natural and legal persons en-
gaged in banking or credit business to supply to
the tax authorities the full identity of persons au-
thorised by the holder to use and dispose of
ank accounts (current, time or credit) open at
their establishments in Spain.
Corporate income tax law 43/1995 of 27 De-
cember 1995 (61) regulated and reformulated
certain information obligations in relation to op-
erations with financial assets, in response to
changes in the financial markets. Likewise, by
virtue of Securities Market Law 24/1988 of 28
July 1988, entities issuing securities, securities-
dealer companies and securities agencies and
other financial intermediaries must notify the tax
authorities of any operation for the issuance,
subscription and transfer of securities in which
they are involved.
The recently published Royal Decree
2281/1998, of 23 October 1998 (BOE of 14
November), establishes regulations implement-
ing the above-mentioned provisions. It also
modifies the information obligations relating to
pensions schemes and funds, regulated by
Royal Decree 1307/1988 of 30 September
1988, and to social welfare mutual societies.
As regards the information on persons au-
thorised to use bank accounts, credit institu-
tions and other entities engaged in banking
business shall notify the tax authorities of the
identity of all persons authorised by the holder
to use and dispose of any type of account, irre-
spective of their form or denomination, even
when the holder or, as the case may be, the au-
thorised person, is not resident in Spain.
Second, government certifying officers (fe-
datarios públicos)involved or mediating in the
issuance, subscription, transfer, exchange, con-
version, cancellation and redemption of govern-
ment bills, securities or any other financial as-
sets or certificates, shall be obliged to notify
such operations to the tax authorities. The oper-
ations on which information must be supplied
include, in particular: operations relating to
property rights, including security rights and
other kinds of charges over such securities; op-
erations involving the lending of securities and
shares in private limited companies.
Credit institutions, securities-dealer compa-
nies and securities agencies and those financial
intermediaries which habitually engage in the
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( 6 1 ) See “Regulación financiera: cuarto trimestre de
1995”, in the Boletín económico, Banco de España, Jan-
uary 1996, pp. 91-92.
intermediation and placement of securities and
other financial assets shall also be subject to
this obligation, as shall entities issuing regis-
tered securities not listed on an organised mar-
ket, with respect to the operations for issuance
of the same, and the r gulatory companies o f
futures and options markets, with respect to the
operations carried out on such markets.
For their part, CIUmanagement companies
shall be obliged to inform the tax authorities of
the operations involving shares in such institu-
tions.
In the case of securities issued abroad or
derivative instruments created abroad, the infor-
mation must be notified by the entities selling
such securities in Spain or, in default thereof,
by the relevant custodians in Spain.
The information must include the full identity
of the persons involved in the operations, indi-
cating the status in which they acted, their fore-
name and surname or company name, their ad-
dress and tax identification number, as well as
the class and number of the securities, and the
amount and date of each operation.
In the area of pensions schemes and funds,
management entities must submit an annual re-
turn listing all the members of the schemes to
which the funds are assigned and the amount
of the contributions made to them, whether di-
rectly by the members or by the promoters of
the schemes. For their part, the promoters who
make contributions to the schemes must submit
an annual return listing all the members on
whose behalf they made contributions and the
amount contributed for each member.
Finally, social welfare mutual societies must
submit an annual return listing all their mem-
bers and the amounts paid by them to cover
contingencies, which it may be possible to
deduct from the IRPF tax base.
18. 1999 STATE BUDGET
As usual in December each year, the 1999
State Budget was approved by means of La w
49/1998 of 30 December 1998 (BOE of 31 De-
cember 1998).
The keynote of this budget, the first pre-
pared in Stage Three of EMU, is the reflection
of the stability requirements that are going to
apply under the single currency. These will in-
volve greater budgetary discipline, fiscal policy
being the main instrument for pursuing the ob-
jectives of macroeconomic stability.
In this respect, the budget attempts to
maintain a policy of stringency in reducing the
government deficit and discipline in spending
compatible with sustained growth and control
of the basic imbalances of the economy, in or-
der to achieve a high rate of employment cre-
a t i o n .
In accordance with this legislative spirit, the
following aspects are worth highlighting, due to
their importance or novelty:
In the field of financial regulation, the legal
interest rate and the interest rate payable on tax
debts have been reduced from 5.5 % to 4.25 %
and from 7.5 % to 5.5 %, respectively. Also, the
ceiling on the increase in the outstanding stock
of State debt during the year is set at PTA
2,340 billion. This limit which may be revised if
certain circumstances envisaged in the Law
arise, shall apply to the increase as at the end
of the year, and may be exceeded with the prior
authorisation of the Ministry of Economy and Fi-
nance, in certain limited cases.
In the fiscal sphere, the keynote is the desire
to support and implement the reform of the
IRPF, contained in Law 40/1998 of 9 December
1998, and of the taxation of non-residents.
Specifically, in relation to the IRPF, the coeffi-
cients exclusively used to update the acquisi-
tion values of property are regulated. In relation
to corporate income tax, the inflation-adjust-
ment coefficients applicable to property con-
veyances are updated, and the amount of the
advance payments that the entities subject to
this tax must pay is determined. With regard to
the wealth tax, the exempt amount and the
rates applicable in the event that the Regional
(Autonomous) Governments do not approve of
specific amounts or have not assumed respon-
sibilities in this area are updated.
As for public spending, the suspension of
the possibility of making further appropriations,
except in certain specific cases, and the prohi-
bition on transferring appropriations from capi-
tal to current operations have both been main-
tained for 1999, with the same provisos as last
y e a r .
In relation to the Regional (Autonomous)
Governments, their percentage shares in State
receipts are fixed for the five-year period 1997-
2001. A distinction is made between the final
percentage shares in the territorial receipts of
the State from the IRPF and those in general
State receipts. Likewise, a distinction is drawn
in the financing through shares in State receipts
for 1999, between the Regional (Autonomous)
Governments to which the model of the financ-
ing system for the said five-year period is appli-
cable and those which have not adopted the
agreement on the financing system. 
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19. FISCAL, ADMINISTRATIVE 
AND SOCIAL MEASURES
As usual in recent years, to facilitate the
achievement of the economic policy objectives
set out in the 1999 State Budget Law, a number
of fiscal, administrative and social measures
have been adopted. These are contained in
Law 50/1998 of 30 December 1998 (BOE of 31
December 1998). They have been included in a
different law due to their specific content, so en-
abling the large number of matters which bud-
get laws normally contain to be reduced.
The Law introduces certain amendments in
the areas of taxation and social security and to
the rules regulating general government em-
ployees, and responds to specific needs both in
relation to the organisation and management
and the activities of government.
In the financial area, the regulation of State
debt is amended to enable marketable State
securities acquired by the State in the sec-
ondary market not only to be cancelled but also
held in a special Treasury securities account
and traded. Also, the special reasons for open-
ing Treasury accounts outside the Banco de
España are abolished, with prior notice from the
Treasury being required in all cases stating the
purpose of the account and the conditions of
use. In the securities market, changes have
been made to the sanctioning regime and the
circumstances in which serious faults occur
have been widened.
In the fiscal area, in view of the reform of the
IRPF contained in Law 40/1998, this Law mere-
ly makes some very specific adjustments to the
rules in force. In relation to corporate income
tax, FGIs (regulated by Law 37/1998 of 16
November 1998, on reform of the securities
market) are included as taxpayers, although like
the Banco de España and deposit guarantee
funds they are exempt from the tax. 
In relation to the wealth tax, the valuation cri-
teria for shares in CIUs are altered. They shall
now be valued at their net asset value as at 31
December. As regards VAT, its regulations
have been adapted to the judgment of the Euro-
pean Court of Justice of 5 May 1998, resulting
in a widening of the scope of application of the
exemption for sports services provided by non-
commercial entities.
In relation to insurance undertakings the Law
has also been used to adapt the legal regime of
the Insurance Undertakings Settlement Com-
mission (CLEA) to Law 6/1997 of 14 April 1997,
on the Organisation and Operations of Central
Government. In particular, its legal status has
been changed from that of a public-law entity to
an autonomous government agency.
Finally, a number of extraordinary measures
are included to adjust the scope of the activities
of the National Mint to the requirements arising
from the introduction of the euro.
25.1.1999.
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